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‘The Businessman Looks at Business 


Most economists, fitting various theories to 1955’s sta- 
tistics, are making cheerful predictions for 1956. But per- 
haps more meaningful than these over-all views are the 
expectations of specific firms and industries. For the atti- 
tudes of business executives not only reflect what may 
happen in 1956, but will help to shape the year’s actual 
economic dimensions. 


The Board queried 124 manufacturing firms on their 
1956 outlook. “The one salient fact revealed by this sur- 
vey is that anticipated prosperity goes across-the-board. 
Tn all twenty industry groups covered, the majority of the 
companies expect to equal or exceed their 1955 performance 
on new orders, billings, production and profits before taxes.” 


These business opinions are summarized, and highlighted 
by typical executive comment, beginning on page 32. The 
industry-by-industry breakdown starts on page 34. 


Shifts in a “‘Dollar’s Worth” 


While “Looking Inside the Consumer Dollar,” the Board’s 
statistical division found some very pleasant facts. The 
purchasing value of the dollar remained “remarkably stable” 
during the economic swings of the past three years. Coupled 
with the 4.6% rise in personal disposable income since 
1954, this means a gain in real income. The over-all sta- 
bility of purchasing power, however, masks ups and downs 
in various sectors of consumer spending. For instance, the 
food dollar bought 2 cents more in 1955 than in 1953 (1953 
is base), while the housing dollar “lost almost 1.5 cents 
in value” during the same period. 

The changes that have occurred in the dollar purchasing 
value for food, housing, transportation, apparel and other 
areas of consumer spending are charted and discussed on 
pages 14-17. 
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Strengths and Weaknesses at the 1956 Entry 


Figures don’t lie, but even when honest men are figuring 
there’s a variety of statistical impressions that can be gotten 
from the same basic facts. 

Certainly 1955 was an excellent business year. But just 
how unusual were its dimensions, and which were the strong 
sectors? For 1955 as a whole, gross national product 


“totaled some $27 billion more than in 1954—a larger dollar 
increment than in any other year in history,” excepting 1950 
and 1951. And the fourteen-point jump in the industrial 
production index was also record making—surpassed only 
in 1950. 


In these terms, therefore, 1955 ranks as a major Ameri- 
can recovery. “Measured in terms of rates of change from 
1954 to 1955, however, the recovery appears to be much 
more moderate.” 


A discussion of the year just ended, which takes all this 
into account, starts on page 2. Based on the resulting pic- 
ture of 1955, the article then considers the outlook for 1956. 


That Pivotal Car Market 


The automobile market hit an all-time peak in 1955. 
With 7 million new cars purchased, last year’s sales were 
15% above the previous peak in 1950, and double the pre- 
war high. But if 1955 was a record year, was it also a unique 
year? Was there an unusual combination of circumstances 
making for a temporary boom? “Or did car sales last year 
establish a new norm consistent with . . . such continuing 
influences as population, real incomes and standards of 
living?” 

“How Big Is the Auto Market?” (page 7) brings to- 
gether the pertinent figures and attempts to answer the 
questions that are raised. 
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Canada’s Mighty Strides 


The biggest percentage gain in goods and services in 
Canadian history was the record set in Canada in 1955. 
And that country enters the new year with indications of 
achieving even greater economic growth than in the year 
just closed. The year-end review of Canada’s immediate 
past and the outlook for the immediate future that appears 
in this issue (starting on page 20) sketches in some of the 
details of what made 1955 a great year—an active export 
market, a large and effective increase in consumer demand, 
a thriving investment market and substantial government 
spending. But perhaps most important is that “the expan- 
sion derived essential vigor from purely domestic factors.” 
There is a feeling that Canada has lots of room for growth 
and a sense of confidence that its recent mighty strides are 
appropriate to its growing vigor, strength and maturity. 


NEW YEAR WITH A DIFFERENCE 


In 1956, a three-year shift in the shades of national output— 
away from government and toward consumption—may 
come to a significant pause 


ness in 1955 was impressive indeed. For the year 

as a whole, gross national product totaled some 
$27 billion more than in 1954—a larger dollar incre- 
ment than in any other year in history, with the ex- 
ceptions of 1950 and 1951. 

In 1951, the increase in GNP was greater than in 
1955, but the gain reflected a considerable increase 
in price (as well as a substantial degree of expansion 
in government outlays). In terms of constant (1947) 
prices, the 1955 increase amounted to about $19 
billion—considerably larger than the increase in any 
recovery year except 1950. 

The industrial production index averaged about 
fourteen points higher than in 1954; this, too, is a 
larger increment than in any year except 1950. In the 
year following the trough of business in September, 
1954, the industrial production index rose eighteen 
points, a larger rise than in any prior comparable 
period except the year following the trough of Octo- 
ber, 1949. 


[: MANY of its dimensions, the recovery of busi- 


A MAJOR RECOVERY 


Measured in terms of increments, 1955 thus ranks 
as a major American recovery. Measured in terms 
of rates of change from 1954 to 1955, however, the 
recovery appears to be much more moderate. In 
current dollars, the increase in gross national product 
amounted to 7.5%—only about three fourths as large 
as the percentage increase in 1950, and about as big 
as the average “minor” recovery of the Twenties. 
For real output, the 1955 percentage increase was only 
half as great as the 1950 increase. Measuring from 
the monthly trough, the increase in the industrial pro- 
duction index in the year following September, 1954, 
was smaller, percentagewise, than in any prior re- 
covery year except 1928. Similarly, the increase in 
factory production workers in the year following the 
1954 trough was considerably smaller than in com- 
parable prior periods, again with the exception of 
1928. 

The difference in impressions of 1955 revealed by 
the increment measures and the percentage measures 


reflects the fact that the 1955 recovery began from 
a level that was already high—in fact, within hailing 
distance of full employment, as it might have been 
defined in prewar years. The tremendous dimensions 
of 1955 are owing in part to the vigorous, but cer- 
tainly not unparalleled, recovery of the year, and in 
part to the short-lived and moderate decline from 
the 1953 peak which preceded the recovery. At the 
trough of the 1954 recession, industrial production 
was 32% higher than at the trough of the 1949 reces- 
sion; nonagricultural employment was 13% higher. 
Real output in the recession year 1954 was about 25% 
greater than in the preceding recession year of 1949; 
current-dollar output in 1954 was more than 40% 
greater. Nineteen hundred fifty-five was a record- 
breaking year; 1954 was the most comfortable reces- 
sion year we ever had, by a wide margin. 


SOME INSTRUCTIVE COMPARISONS 


Measuring from the 1953 peak to 1955—across the 
narrow valley of the 1954 recession—yields some in- 
structive comparisons. In this longer two-year per- 
spective, Federal Government outlays were clearly the 
dominant declining element, and personal consump- 
tion the dominant expanding element. The $23-billion 
increase in gross national product between 1953 and 
1955 can be accounted for almost entirely by an in- 
crease in personal consumption, which more than 
offset the almost $14-billion decline in Federal Gov- 
ernment purchases. (Moderate increases also occurred 
in state and local government expenditures, business 
investment in plant and equipment, residential build- 
ing, and inventory demand.) 

Between 1953 and 1955, federal expenditures fell 
from 16% to 12% of total final demand;! personal 
consumption rose from 63.5% to 66%. In most of the 
other components of aggregate demand, the shifts in 
shares of output were of relatively modest dimensions. 
On a per capita basis neither total national output 
(adjusted for price change) nor total industrial pro- 
duction is materially higher now than at the peak of 
the 1953 boom; but per capita real consumption is 


1Gross national product, less change in business inventories. 
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Year-to-year Changes in Gross National Product and Components 
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up about 6%, and real per capita Federal Govern- 
ment spending is down 14%. In the course of this 
shift, the personal saving rate has declined sharply, 
and Federal Government operations have moved from 
a large deficit to a small surplus. 

Among the questions which analysts might appro- 
priately ask themselves in looking ahead to 1956 is 
whether this progressive shift from government 
spending to private spending, and notably to private 
spending for consumption, can be expected to con- 
tinue through the new year. As a starting point for 
analysis of 1956, this question has one advantage 
over many of the alternatives; it appears to have a 
fairly clear answer. 

It is difficult to envision a substantial further rise 
in real private spending this year from the level 
achieved in late 1955; it is equally difficult to en- 
vision a further important decline in government 
spending. Conversely, it is possible to envision a de- 
cline in private outlays, particularly in the key con- 
trolling parts of private outlays—durables, construc- 
tion, inventory. And it is easy to see a moderate 
(but perhaps accelerating) rise in government spend- 
ing at federal, state and local levels. 

There are good indications that the rapid shift 
from government demand to private consumption 
which has been such a notable feature of the past two 
years is now nearly over, at least for the time being. 


STRAINS IN THE PRIVATE SECTOR 


As 1955 drew to a close, something of importance 
was obviously occurring in three important and re- 
lated parts of the private economy. 

Automobile sales, while far from being in the dol- 
drums, were falling sufficiently short of recent experi- 
ence to provoke automobile producers into canceling 
Saturday work and taking another look at their pro- 
duction schedules for the first quarter. As a result, 
first-quarter planning is now cast at the 2-million 
assembly level, a reduction of about 15% from the 
target announced early in the fourth quarter. 

At the close of 1955, dealer stocks were evidently 
well above 700,000, which implies that production 
will have to be geared closely to sales throughout the 
first quarter, a time of year when stock building is 
normal. On a seasonally adjusted basis, therefore, 
both retail demand and inventory demand for auto- 
mobiles in early 1956 are very likely to be considerably 
lower than in most of 1955, and it is possible that the 
current 2-million production estimate for the first 
quarter may yet prove unattainable. 

The automobile market for 1956, quite apart from 
its long-term statistical position,! faces a number of 
disadvantages which were not present in 1955. Bor- 
rowing costs—for finance companies, dealers and re- 


JFor a detailed examination of the automobile outlook, see “How 
Big Is the 1956 Auto Market ?” starting on page 7. 


tail customers alike—are now substantially higher 
than they were during most of 1955, and the acute 
shortage of short-term funds has naturally made both 
finance companies and commercial banks more selec- 
tive in their instalment lending. The Federal Reserve 
has recently noted a tendency for the average term 
of new instalment contracts to shorten somewhat, 
reversing the gradual lengthening which prevailed in 
1955. The combination of higher interest charges, 
somewhat higher automobile prices, much higher 
levels of existing instalment debt, some tightening 
in the term of contracts, and, finally, the absence 
of any important new-model stimulus—all these fac- 
tors make it very hard to see how the 1956 automo- 
bile market can be expected to reproduce the miracle 
of 1955. 
AFTER CARS . . . HOUSING 


A further weakness of the private sector at the 
beginning of 1956 is in residential construction. De- 
spite rising building costs, the rate of outlays on 
private residential building subsided about 10% 
between mid-1955 and year end, while the rate of 
housing starts drifted persistently downward through- 
out the year. Both FHA mortgage applications for 
construction of new homes and VA appraisal requests 
have fallen considerably more than seasonally in the 
past six months, and their level at year end was 
substantially below their average level in 1954 anc 
1955. Pending a clearer demonstration of future gov- 
ernment policy toward the mortgage money market 
estimates of housing starts in 1956 have run about 
10% below the 1955 total of approximately 1.3 million 
This assumes a slight further decline from the curren’ 
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seasonally adjusted rate of about 1.2 million. The 
experts in this field have not seen fit to revise this 
forecast as a result of the recent moderate liberaliza- 
tion of terms by the FHA and FHLB, although they 
would probably alter their estimates quickly enough 
if thirty-year lending and a much easier money policy 
were to return. 


. ». AND ADD INVENTORY 


The weaknesses in housing and automobiles are 


_ already present; in housing, the trend has been down- 


ward for several quarters. But the present signifi- 
cance of both declines lies in the fact that they are 
permitting a relatively sharp increase in the rate of 


“inventory building throughout the durables sector. 
_In steel, for example, the moderating of automotive 


demand, which took more than 20% of all steel in 
1955, is evidently releasing a notable margin of steel 
capacity for other industries. 

For the time being, there are many other industries 
willing and able to take the steel; capital goods mak- 
ers, in particular, and freight car builders most par- 
ticularly. These are industries in which operating 
rates are still rising, and where the opportunity to 
accumulate in-process stocks has just appeared. 
Throughout durables lines, inventory-sales ratios are 
still low, although they have evidently passed a 
trough and are rising. Moreover, the possibility that 
mid-1956 will see a steel strike, if only a brief one, and 
at least one important price increase, may make ac- 
cumulation of steel an attractive course for several 
more months. 

Nevertheless, preliminary indications for the fourth 
quarter of 1955 are that the slowing of activity in 
automobiles and in housing, together with a further 
moderate rise in industrial output, has permitted 
general inventory accumulation to rise to more than 
twice the rate of the third quarter. This rate may be 


The Growing Guided Missile Program 


Millions of dollars; fiscal years 
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sustainable into the middle of 1956; if so, inventory 
demand will act as a sponge for the resources spillmg 
over from the consumer durables and housing mar- 
kets, and provide an effective support to current 
levels of activity in basic industries. But few analysts 
would now credit inventory demand at a $5-billion 
rate with a life expectancy of more than six months. 


JUSTIFICATION FOR POLICY 


In the main, the Federal Government has kept 
respectfully to one side over the past two years, as 
the private economy regained its momentum and 
climbed to new heights. During the course of the 1954 
recession, it provided selected stimuli in the form of 
tax cuts, easier money, and housing legislation. In 
the course of the ensuing recovery, it tightened money 
and mortgage terms, and husbanded its own de- 
mands for goods and services. 

And throughout the past two years it has used the 
stockpiling program as a kind of reservoir of demand 
for nonferrous metals, releasing them when the civil- 
ian economy seemed to require them, and acquiring 
them when an excess appeared. While there are 
some who would criticize the government’s failure to 
provide a large federally aided road-building and 
school-building program over the past few years, the 
criticism would have to be in social rather than eco- 
nomic terms; there are very few who would argue 
that these programs were required for any general 
economic reasons. 

For most of the past two years, results seem to 
have justified the policy of alert neutrality toward 
business, and international conditions permitted it. 
However, there is considerable question whether con- 
tinued neutrality is politic, or necessary, or even 
feasible, and in at least four areas some expansion of 
government outlays may be imminent. (In no area 
does a decline appear imminent.) 

Outlays of the Defense Department are apparently 
now in a moderate but perceptible uptrend. The 
trend reflects, predominantly, the rising cost of de- 
fense materials resulting from higher basic metals 
prices. But it is quite possible that over the next 
year more procurement, as well as more costly pro- 
curement, will affect the Defense Department’s spend- 
ing rate. 

The darkening atmosphere of the last several 
months has evidently required a new look at pro- 
curement schedules, and there is some indication 
that in the field of guided missiles the inevitable ac- 
celeration into a stage of mass procurement is occur- 
ring. In terms of dollars, the guided missiles program 
is not yet large; expenditures in the current fiscal 
year are not likely to exceed $.8 billion. But their 
rate of increase has been extremely rapid; by 1957 
they are likely to exceed all other major categories 
of the hard-goods program except aircraft. 


The growth of the missiles program has thus far 
been offset by declines in outlays for conventional 
materiel (in fiscal 1956, guided missiles outlays will 
evidently surpass expenditures on all land vehicles, 
both combat and support types), and by economies 
in personnel costs and operations and maintenance. 
Recent comment from the Defense Department does 
not suggest that these offsetting economies can con- 
tinue much longer; operations and maintenance out- 
lays are being affected by rising prices, and person- 
nel costs may well be affected by a rise in pay scale 
and benefits during 1956. 

In foreign aid, too, a new look has apparently re- 
sulted from the rising economic efforts of Russia 
in the Near East. For fiscal 1956, economic aid is 
budgeted at about $1.8 billion; it seems to be gener- 
ally recognized that the expenditure rate in calendar 
1956 will exceed this figure, although the size of the 
increase is still hidden by the annual confusion over 
appropriations, obligations, and outlays. 

In addition to these compelling reasons for expect- 
ing higher government outlays in 1956, both school 
building and road building appear to offer two real 


Outlays for Roads and Schools: The Big Increases 
Are Yet to Come 
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and widely acceptable outlets for increased govern- 
ment spending in the form of federally aided state 
and local programs. In neither of these areas has 
there been a program at all commensurate with the 
recognized need. While it is unlikely that any sharp 
spurt will occur in either of these areas, the spending 
rate by late 1956 could be materially higher than the 
current level—and probably will be if early warning 
of declining activity in the private sector is received 
in Washington. In view of the favorable publicity 
accorded these programs, it is hard to conceive that 
they would not be accelerated if considerable margins 
of idle capacity and manpower should appear. 


THE FOUR UNKNOWNS 


The conflicting trends in private and public de- 
mands foreseeable for 1956 leave open the possibility 
of a significant downward shift of activity at some 
point in the year, reflecting a sudden abatement of 
inventory expansion in durables industries (either 
voluntary or enforced by a steel strike). But they 
do not suggest a pronounced cyclical peak during the 
year, and they most certainly do not run counter to 
the popular forecast that gross national product for 
the year as a whole will be moderately higher than 
for 1955 as a whole. Nor do they preclude a continuing 
rise in both wages and prices. The business atmos- 
phere which they suggest might be described as a 
“rolling readjustment.” (In fact, a form of rolling 
readjustment is implicit in almost all of the year-end 
forecasts, including that of The Conference Board 
Economic Forum.) 

Whether, at year end, the net direction of roll is 
down or up seems now to depend on several impond- 
erables: the rate of formation of new capital spend- 
ing plans in mid-1956; the reception accorded new 
automobile models in late 1956; the terms prevailing 
in the mortgage money market; and the rate of in- 
crease in government spending. 


Apert T. Sommers 
Division of Business Economics 


“The Business Outlook, 1956,” Studies in Business Economics, 
No. 49, Tue ConrerENcE Boarp, 1955. 
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Economics of Transport—This economic analysis of the 
transport industry deals largely with such topics as 
costs, demands for movement of people and goods, allo- 
cations in transport systems, public utility controls, 
structure of freight rates and passenger fares. Em 
Troxel. Rinehart & Company, Inc., New York, 1955. 
$7.00. 


Introduction to International Economics—Essentially a 
textbook which attempts to combine theoretical and de- 
scriptive matter in useful proportions. By Delbert A. Snider, 
Richard D. Irwin, Inc., Homewood, Illinois. $8.00. 
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HOW BIG IS THE AUTO MARKET? 


the American public in 1955. Last year’s 

sales were fully 15% above the previous peak 
in 1950; they were about double the prewar high 
in 1941. This was a new record of striking propor- 
tions, even for an industry whose outlooks tend to 
be framed on a grand scale. 

Equally striking is the fact that last year’s record 
sales capped a ten-year period which far exceeded 
prewar experience. Between 1946 and 1955, total new 
passenger-car sales matched the prewar volume of the 
seventeen years from 1925 to 1941. 

Because 1955 was so clearly a record year, it inevit- 
ably poses a disquieting question: Was it also a 
unique year? Were automobile sales inflated by an 
unusually favorable combination of circumstances? 
Or did car sales last year establish a new norm con- 
sistent with the dimensions of the 1955 economy— 
in terms of such continuing influences as population, 
real incomes, and standards of living? 

The relation of automobile demand to significant 
determinants which operate persistently over many 
years can be looked upon as a norm, or expected 
volume of new-car sales. A norm can take on new 
dimensions when its determinants change signifi- 
cantly in magnitude but still retain the same basic 
influences over sales as were expressed in historical 
experience. To answer the questions posed above, 
the record sales of last year must be regarded in the 
perspective of prewar and postwar experience. By 
considering the factors at work over the past three 
decades, it becomes possible to appraise both unique 
and normal aspects of the 1955 performance. 


STOCK AND FLOW ANALYSIS 


The distinguishing feature of a consumer durable 
such as an automobile is that “consumption” takes 
place over a series of years. The consumption in any 
year is provided by a relatively large stock that is 
only partially affected by additions (new car sales) 
or subtractions (scrappage) in that year. 

Basic demand revolves around the total stock of 
cars. The sales of new cars and scrappage of old 
determine net additions to stock. The three together 
—stock, sales, and scrappage—reflect the economic 
influences at work in the automobile market. 

In a study of stock, the number of cars on the 
road can be approximated by total registrations of 
passenger cars as determined by the United States 


Me THAN 7 million new cars were sold to 
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Bureau of Public Roads.t Total registrations are, of 
course, influenced by the size of the population and 
its real purchasing power. With more consuming 
units, there tends to be a greater demand for the 
services of automobiles. Similarly, a higher level of 
real income tends to increase demand by extending 


Cars on the Road Are Back “in Line” 
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car ownership and inducing more families to buy a 
second car.? 

Most of the variations in the prewar level of the 
auto stock can be explained by a mathematical rela- 


Registration figures were used in the absence of more desirable 
data for the study. What is really required is the number of cars 
owned by consumers and noncorporate business, since the basic de- 
mand equation includes households and disposable incomes as the 
determining variables. Furthermore, the total registration figure 
includes cars which were scrapped during the year and cars which 
might have been registered more than once. 

One of the factors affecting the upward trend in auto stock is the 
increasing number of two-car families. This is reflected in the rising 
ratio of automobile registrations to households. In 1955, there were 
1.05 cars registered per household; an increase of one fifth over 1941. 
As recently as 1949, only about 3% of all spending units owned two 
or more cars. By early 1955, this select group had increased to 8% 
of all spending units. In other words, almost 3 million more spending 
units owned two or more cars in 1955 than six years earlier. The rising 
trend from prewar to postwar in the ratio of automobiles to house- 
holds also reflects a broadened base of auto ownership, stemming 
from an upward shift in the distribution of incomes. 
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tionship between total registrations and these two 
factors. (See chart.) 

After the war, however, a backlog of demand shows 
up clearly as a 7.5-million car discrepancy between 
actual and calculated stock at the end of 1946. An 
inability to buy cars during the war years, an in- 
crease in the number of households, and a higher 
level of real incomes all contributed to this differ- 
ence. 

Even by the end of 1949, there still existed a 
backlog of demand for 4 million cars. And despite 
the then record-breaking sales of 1950, a backlog of 
2.5 million autos persisted. The period of readjust- 
ment was prolonged by physical limits on productive 
capacity in the earlier years and the economic limits 
on the rate at which consumers can make up the 
deficiencies in the stocks of their durable goods. The 
economic impact of the Korean war introduced new 
shortages and helped to carry forward the backlog 
of demand. 


1The actual estimating variables were real disposable income and 
the number of households, a better population factor than just the 
number of persons for analyzing automobile demand in particular, 
and consumer durables in general. The equation based upon the years 


1925-1940, is as follows: Y=71.77X}°°X9"*, where Y=total car 


registrations (in thousands), X:=number of households (in millions) 
and X2=real disposable income (billions of 1947 dollars). R=0.96. 
Sources: Public Roads Administration; Department of Commerce; 
The American Telephone and Telegraph Company; Bureau of the 
Census; Taz Conrrrence Boarp. This equation was first intro- 
duced in the November, 1954, Business Record, and is reproduced 
here without change. However, revisions in postwar data for house- 
holds and recent revisions in real disposable income resulted in even 
better calculated values than was the case in the previous discussion. 


New Car Sales Exceed Expectations 


NEW 
7 IN MILLIONS 


cacuLaTeo} 


0 

1925 *30 °35 "40 245 50 ash] 

Sources: R. L. Polk Company; The Conference Board. For “calcu- 
lated,’’ see equation in footnote in adjoining column 


However, by the end of 1954, the “desired” and 
actual levels of cars in use finally came into balance. 


UNIT SALES ANALYZED 


The level of new-car sales is one of the ways by 
which adjustments are made in the auto stock. To 
describe the historical pattern of sales, Taz Conrer- 
ENCE Boarp related new-car sales to disposable in- 
come and the year-to-year change in disposable in- 
come.’ Most of the variations in new-car sales during 
the interwar period can be explained by the level and 
change in real incomes per household. (See chart.) 

Over the postwar years, a rising trend of real in- 
come per household has penetrated into uncharted 
territory. In projecting the “flow” equation, it would 
not have been too surprising to discover that the 
extension of prewar relationships had fallen down 
badly. In fact, however, a comparison of actual per- 
formance with the sales expectations based upon 
prewar relationships furnishes considerable insight 
into the postwar car market. 


Close to "Calculated" in 1953-1954 


First, despite large backlogs during 1946-1948, ac- 
tual sales were below those calculated in all three 
years. (See chart.) Here problems of reconversion 
and capacity limitations had not yet been licked. 
Whatever working off of backlogs there was during» 
these years was accomplished through a deferring of 
normal scrappage. (See below.) } 

Second, actual sales during 1949-1951 were greater 
than calculated and the backlog was whittled down. . 
Productive capacity had been increased, but not . 
enough to satisfy current and backlog demands 
simultaneously. 

Third, actual sales fell behind expected sales again 
in 1952 as a result of the Korean war and controls. 
imposed on civilian production by the automobile 
industry. 

Finally, in 1953 and 1954, actual sales moderately 
exceeded the calculated total and backlog demands | 
were apparently satisfied. | 

If the differences between actual and calculated. 
sales, based on the flow approach, are cumulated 


"In this calculation, income was expressed in constant (1947) | 
prices, and all variables were placed on a “per household” basis, 
thus excluding population change, as such, from the immediate | 
relationship. The basic results can then be translated back into 
total unit sales by taking into account the total number of households. 

The equation, based upon the years 1925-1940 is as follows: 
Log Y= -10.9624+2.2830 Log Xi1+2.4069 Log X:-0.004134 X3, 
where Y=new car registrations per 1,000 households, X;=real dis- 
posable income per household (in 1947 prices), X2=per cent of current. 
to preceding year’s real disposable income per household, X3=time. 
(1931= -3, 1932= -1, 1933=1, 1934=8, ete.) R=0.96. Sources: 
R. L, Polk and Company; Department of Commerce; American Tele- | 
phone and Telegraph Company; Bureau of the Census; Tur Con-. 
FERENCE Boarp. 

Here again, revisions in data for postwar households and realincomes 
has improved considerably the “fit” for the postwar years than was 
the case in the November, 1954, Business Record article when this’ 
equation was first introduced. 
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since the beginning of 1946, they amount to less than 
1 million cars for the nine-year period. Thus, both on 
the basis of the stock and flow relationships, it ap- 
pears that all unusual war-induced factors had worked 
themselves out by the end of 1954. 


POSTWAR SCRAPPAGE STARTS LOW 


The third element in an analysis of the automobile 

market is scrappage. This is an area for which sta- 
tistics are far from precise.! Hence, only broad ranges 
can be estimated and tendencies inferred. Neverthe- 
less, postwar developments in scrappage are reason- 
ably clear. 
_ In the immediate postwar years, scrappage was at 
a minimum because backlog demands were at their 
peak and the desired level of the auto stock was sub- 
stantially below the actual level. In addition, new- 
car sales were below those expected from existing 
levels of real income. 

During 1948-1950, as sales rose and backlogs were 
reduced, scrappage rose to an average of about 2 
million cars per year. By 1951-1953, as sales and 
stock moved closer to levels associated with popula- 
tion and income, scrappage rose to an average of 
about 3 million cars per year (see chart). 

Over the past two years, another decided jump in 
the rate of scrappage carried it into the range of 4 
million to 5 million cars, probably closer to the upper 
than the lower end of the range (see chart). Whereas 
about four tenths of sales in 1948-1950 represented 
replacement of scrapped vehicles, the ratio had risen 
to six tenths in 1951-1953. And over the past two 


1The Automobile Manufacturers’ Association’s Automobile Facts 
and Figures estimates of scrappage are based upon the following 
type of calculation, say for the year 1953. The starting point is the 
Bureau of Public Roads total registrations of private passenger cars 
for year-end 1954. From this is subtracted new-car sales in 1954 to 
yield ‘“‘cars on the road” at the beginning of 1954. This result is then 
compared with Bureau of Public Roads’ total registrations for year- 
end 1953. The difference is presumed to be scrappage for the year 
1953. (There are other minor adjustments which ordinarily do not 
significantly affect the final results.) 

A “naive” method of calculating scrappage for the year 1953 
would involve subtracting total registrations at year-end 1952 from 
total registrations at year-end 1953. The resulting difference would 
then, in turn, be subtracted from total new-car sales in 1953 to yield 
scrappage. If the “naive” and the Auto Manufacturers’ methods 
are examined carefully, it will be seen that what AMA calls scrappage 
in 1953, the “naive” method would call scrappage in 1954. 

The basic difficulty with both methods concerns the inadequacies 
of the Bureau of Public Roads figures for use in such calculations. 
These figures are simply a cumulative total for the year of all car 
registrations that have taken place, and include registration of cars 
that have been scrapped during the year, as well as duplicate regis- 
trations. They also include, for some states, registrations that took 
place in the previous year, because the registration year begins some 
time between July and December. Further, the bulk of total registra- 
tions take place in the first four months of each year, owing to legal 
requirements for registration. As a result of these considerations, 
the postwar estimates of annual scrappage discussed in the text are 
a weighted average of the AMA method and the “naive” method, 
the weights being 3 and 1 respectively. 

Since the AMA method would require total registration data as of 
year-end 1956, the total registration estimating equation, previously 
discussed, was used with reasonable assumptions. However, changes 
in these assumptions would not basically alter the conclusion about 
the average rate of scrappage in 1954-1955. 
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Sources: R. L. Polk Company; Automobile Manufacturers Association; 
The Conference Board. 


years, almost three fourths of sales were essentially 
for replacement of older units which were scrapped 
from the stock of cars on the road (see chart). 


DOLLAR SALES ANALYZED 


A consideration of automobile demand in terms of 
dollar outlays will round out the historical perspec- 
tive by relating developments in the market to the 
entire consumer budget. Perhaps the most striking 
comparison involving last year’s dollar outlays on 
automobiles is provided by matching recent increases 
in consumer expenditures for cars against increases 
in total consumer spending. From 1953 to 1955, con- 
sumers increased their dollar outlays on cars by some 
$4 billion, and their total spending on all goods and 
services by about $22 billion. The hike in spending 
for cars made up almost one fifth of the increase in 
all consumer spending. 

In the allocation of the consumer spending dollar, 
car outlays amounted to 3.3% in 1929 and 1941. 
Every postwar year starting with 1949 has exceeded 
this prewar experience, and the jump from 4.7% in 
1954 to 5.8% in 1955 is the largest on record. The 
level of last year’s allocation of spending for auto- 
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mobiles substantially exceeded the previous high of 
1950, with its Korean war-induced buying. 

The historical relationship of dollar outlays on 
automobiles to incomes can be computed on a basis 
similar to the relationship of unit car sales to incomes. 
Dollar sales were adjusted for price changes and re- 
lated to real income and year-to-year changes in 
income, with all variables again being placed on a 
“per household” basis.+ 

Comparison of actual and calculated dollar expen- 
ditures, resulting from this relationship in the post- 
war years, was very similar to that derived from the 
unit sales relationship. In 1953 and 1954, the expected 
dollar expenditures were even closer to actuaj than 
was the case for unit sales. 


PERSPECTIVE ON RECORD YEAR 


The series of historical relationships outlined above 
provide a bench mark against which 1955 automobile 
sales can be measured. They all point to the same 
conclusion: last year's sales were substantially above 
the levels expected from factors that have stood the 
test of time over decades. Going into 1955, the 
actual stock of cars was apparently in line with "de- 
sired'"' (calculated) stock. Yet the year provided an 
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excess of actual sales of more than | million over 
"calculated" sales as described by the flow equation. 
An unprecedented allocation of the consumer dollar 
for automobile outlays supported these record sales. 
But the record increase in gross addition to stock, 
represented by these sales, was paralleled by a record 
subtraction in the form of scrappage. In consequence, 
the stock of cars on the road stayed substantially in 
line with the expected level of registrations. 


If new-car sales made the dramatic headlines of 
1955, the rate of scrappage should be accorded at 
least an impressive footnote. The actual process of 
scrappage is, of course, a highly complicated one. As 
new cars compete with older ones, and so on down 
the line, a business decision is made at some point 
in the age structure to sell for scrap rather than 
refurbish for resale. Over the past two years, fall- 
ing prices of used cars, and rising prices of scrap, 
provided the common-sense background for the fun- 
damental economic calculation behind scrappage de- 
cisions. 

For example, consider the used-car prices com- 
piled by Automotive News. In February, 1954, these 
used-car prices ranged from $2,148 for 1954 model 
cars to $222 for 1947 cars, the earliest model for which 
prices were given. Over seven model years, the aver- 
age used-car price had fallen 90%. By December, 
1955, the used-car prices ranged from $2,372 for 1956 
models to $180 for 1949 cars, a drop of over 90%. 
(Incidentally in February, 1954, the used-car prices 
of 1949 cars were $422. Over the time span of two 
model years, the 1949 used-car price had fallen by 
about 60%.) Extension of these depreciation, obso- 
lescence, and price patterns back to prewar model 
cars suggests the dimensions of the problem. 

Furthermore, the gap in the used-car age structure 
brought about by the absence of production in World 
War II is rapidly disappearing. In mid-1946, there 
were 24.5 million prewar cars on the road; by mid- 
1950, this figure had dropped to just under 20 million. 
In mid-1954, the number of prewar cars still on the 
road was just over 8 million; and by mid-1955, 
rough calculations suggest a further decline to below 
5 million. It should only be a matter of a few years 
before prewar cars will attract attention by their 
scarcity. 

The declining stock of prewar cars and the increas- 
ing rate of scrappage implies that postwar cars at 
some point should have become fodder for the steel 

1The equation, based upon the years 1925-1940, is as follows: 
Log Y= ~-11.4789+2.5369 Log Xi1+2.1988 Log X_ where Y= 
expenditures for new cars plus markup on used cars per household 
(in 1947 prices), Xi=real disieeahis income per household (in 1947 
prices), and X:=per cent of current to preceding year’s real disposable 
income per household. R=0.96. Sources: Department of Com- 
merce; Bureau of Labor Statistics; Automobile Manufacturers’ 


Association; American Telephone and Tel h C 3B 
of the Census; Taz Commence Boarp. oer Re ead 
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scrap mills. In fact, such scrappage apparently 
occurred in 1954 for the first time on more than a 
nominal scale. Presumably the rate increased in 
1955. Whether increased scrappage of postwar cars 
will offset inevitable declines in scrappage of a dwin- 
dling stock of prewar cars remains to be seen. But 
certainly the scrappage of postwar cars must become 
an increasingly important factor in future analy- 
sis of the car market. 


1955 WAS TOPS 


Whether viewed from the standpoint of unit sales, 
or dollar expenditures, in absolute or in relative 
terms, the 1955 automobile market stands out sharply 
from the experience of earlier years. What then 
were the special circumstances that boosted new-car 
sales? And are such circumstances likely to be re- 
peated in the years ahead? 


The Impact of "New" New Models 


Any appraisal of the 1955 market must begin by 
taking into account the impact of “new” models. 
It may be impossible to measure this factor quantita- 
tively, but there is little doubt that 1955 models rep- 
resented a dramatic change from earlier ones and 
were an important stimulus to sales. 

In the last analysis, consumers will decide whether 
1956 models represent anything new. But it is be- 
coming clear on the basis of early sales figures, that 
following the impact of the 1955 model change, it is 
difficult to generate widespread public enthusiasm 
for immediately succeeding model changes. 

This suggests that a time interval of one year 
may not be completely appropriate for analysis of 
automobile demand. Two or more years, spanning 
the period of significant model changes, may provide 
a better picture of the true dimensions of “normal” 
sales. 


Unrealized Capital Gains 


A second unusual factor affecting the automobile 
market in 1955 involves the role of capital gains in 
nfluencing consumer markets. This too-little-explored 
area could provide more answers than traditional 
analysis would admit. Certainly, the stock market 
boom of 1954-1955 added significantly to realized 
capital gains, and even more so to unrealized gains. 
Since such gains typically accrue to consuming units 
that are responsible for a major part of the con- 
sumer durables market, it seems reasonable to infer 
that the automobile market was affected by the boom 
in stock market values. 


The Role of Consumer Credit 


Finally, the role of instalment credit must be ap- 
praised in determining the unique characteristics of 
the 1955 market. The important role of consumer 
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credit has hitherto not been included in the analysis 
of the automobile market. Car credit was left out 
of the basic demand relationships—stock and flow— 
because there is no clear-cut answer to whether it 
represents cause or effect. It is clear that purchas- 
ing power has a direct causal impact on automobile 
sales. It is not clear that automobile credit has a 
similar direct tie-in with sales. In fact, it may well 
be the other way around. It may be that because 
consumers have higher incomes they want more 
cars, and credit enables them to obtain the use of 
these cars now rather than later. With rising in- 
comes and the further prospect of continued increases, 
consumers would be more willing to incur debt for 
auto purchases. 


AUTO CREDIT AT PEAK 

Here again, historical perspective can highlight 
the role played by consumer credit in the automo- 
bile market. This is especially important, because in 
1955, no matter how we measure it—in terms of the 
level of automobile credit outstanding or automobile 
credit extended, in terms of their relationship to dis- 
posable income, income plus net financial equity, or 
automobile expenditures—actual experience was un- 
precedented when compared with anything that had 
taken place before. This is not to predict that credit 
expansion could not be pushed even further. But 
it is important, in evaluating the scope of last year’s 
credit boom, to bring into focus related economic 
magnitudes which might set limits upon the willing- 
ness or ability of consumers to further extend their 
instalment indebtedness, 

First, consider automobile credit outstanding at 
year end. In 1929, this represented 1.7% of dispos- 
able income; by 1941, it was 2.6%. (This suggests a 
rising trend in the use of automobile credit, a phe- 
nemenon also suggested by other variants of credit 
and income or expenditure relationships.) In the 
postwar period, this ratio rose steadily (with the 
exception of 1951), from 0.6% in 19461 to 4.1% in 
1953-1954. In 1955, it jumped to 5.3%. 

Second, consider the ratio of automobile credit out- 
standing to the sum of disposable incomes and indi- 
viduals’ net equity.2 (The latter is added since some 
observers believe that the postwar gains in the con- 
sumer balance-sheet position should also be taken 
into account in measuring debt-income ratios.) On 
this basis, the ratio rose from 1.0% in 1929 to 1.3% 
in 1941. In the postwar years it behaved as above. 
And again the jump from 1.8% in 1954 to 2.4% in 
1955 was the largest on record. 

1The unavailability of cars during the war years had depressed 
credit outstanding between 1941 and 1946. 

*The Securities and Exchange Commission’s data on individuals’ 
net equity, include financial assets (currency and bank deposits, 
shares in savings and loan associations, private and government 


insurance, and federal, state and local government securities) less 
mortgage and consumer debt. 
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Third, consider the relationship of automobile 
credit extensions to disposable income. Again, these 
ratios pretty much follow the pattern already estab- 
lished. To take into account the upward time trend 
in the consumer reliance on automobile credit, a his- 
torical regression equation was derived, relating in- 
stalment credit extensions to disposable income and 
time. Over the interwar period, actual and calcu- 
lated values were fairly well in balance. 


Extension of this relationship into the postwar 
period could not be expected to yield an immediate 
balance because of consumer credit regulations im- 
posed by the Federal Reserve Board. With the re- 
moval of such controls in 1952, actual and calculated 
ratios almost came into line. In 1953, the level of 
automobile credit extensions were in fact described 
almost exactly by the income factor and the con- 
tinuation of the long-run trend to greater use of 
automobile credit. In 1954, actual automobile credit 
extensions fell, while those calculated indicated a 
modest rise. More important, in 1955, actual auto- 
mobile credit extensions exceeded by a wide margin 
the calculated value, even after taking into account 
the opposite difference in the previous year. 


Record Hike in Extensions 


Thus, not only is the level of automobile credit, 
whether measured by outstandings or extensions, at 
new peaks, but even more important, the 1955 jump 
in credit extensions was without historical parallel. 
In 1955, the $5-billion hike in automobile credit 
extensions over 1954 amounted to about 45% of the 
increase in disposable income. The only other year 
that came even close was 1952, when the ratio of the 
increase in automobile credit extensions to the hike 
in incomes was under 30%, and 1952 was clearly a 
year of readjustment to the removal of consumer 
credit controls. 


Lengthening of Terms 


One mechanism whereby automobile credit can be 
made increasingly attractive is by lengthening the 
average contract maturity of the loan. Even from 
1929 to 1941, the average maturity rose from about 
thirteen months to between sixteen and seventeen 
months.2 From the beginning of 1946 to 1950, the 
average length increased steadily from nine to 1714 
months. In 1951-1952 the average time period drop- 
ped under the impact of control. In 1953, the 
average loan was almost nineteen months, and in 1954, 

1The equation, based upon the years 1929 to 1941, is as follows: 
Y= -2304.612+56.080 X-+72.316 t where Y=auto instalment 
credit extensions in millions of dollars; X= disposable personal in- 
come in billions of dollars; and t=time (1929=1, 1930=2, etc.) 
R=0.97. Sources: Federal Reserve Board; Department of Com- 
merce; THE CoNFERENCE Boarp. 

*Calculations were made by Tus Conrerence Boarp using the 


formula outlined by the Federal Reserve Board in the Federal Reserve 
Bulletin, January, 1954, p. 12. 


it dropped back to slightly over 1844. In 1955, how- 
ever, the average length of loan rose to twenty 
months, a new high. Comparing September-October, 
1955, the latest months available, with September- 
October a year ago, the average length of loans has 
risen from 18.7 to 21.4 months. 


WHAT IT ADDS UP TO 


This review of the automobile market im 1955 
against the perspective of the postwar and prewar 
years has stressed the fact that by most standards 
of comparison demand in the past year was at a rec- 
ord high. But even more important, it has empha- 
sized the sharp upward jump in sales that occurred 
last year. It is precisely because of this sharp up- 
ward hike that it is legitimate to raise the question 
whether there will be a reaction. 

If, in fact, 1955 represented a new norm, then 
long-run projections of automobile demand will have 
to be revised upward, particularly for the 1960’s, 
when household formation is expected to rise signifi- 
cantly. But, if 1955 represented the bunching of 
demand within the span of a year that would have 
occurred over a longer time period, say because of 
the impact of dramatically new models, realized and 
unrealized capital gains, and the spectacular rise in 
automobile credit, this will soon become evident. It 
should not be surprising, therefore, that considerable 
interest attaches to the rate of automobile sales over 
coming months, as at least a partial answer to the 
all-important question whether 1955 signalized a 
new norm for the automobile market. 


Morris CoHEN 
Division of Business Economics 
ISee The Business Record, May, 1955, pp. 169-171. 


Business Book Shelf 


Regulating Business by Independent Commission—A 
former federal consultant on regulatory administration 
traces the development of independent commissions and 
discusses the problems of control and supervision by 
such bodies. Agencies treated include the ICC, CAB, 
FPC, NLRB, SEC and others. Marver H. Bernstein. 
Princeton University Press, Princeton, New Jersey, 1955. 
$5.00. 


Business Forecasting— The theory of graphs and their use 
in analyzing and predicting operating expenses, collec- 
tions and purchases, and various balance sheet items. 
Several types of procedures used in forecasting the busi- 
ness outlook are explained. The author’s object is to 
show how to translate forecasts of business conditions 
into balance sheet and profit and loss figures for a spe- 
cific company. Wilford J. Eiteman. Masterco Press, 
Ann Arbor, Michigan, 1954. $2.50. | 


BUSINESS RECORD! 


FINANCIAL NOTES 
AND FOOTNOTES 


N AT LEAST three counts there was almost 

universal agreement in the financial world at 
the turn of the year concerning Federal Reserve 
policy, which is obviously one of the key factors in 
the financial situation. 


First, restrictions by the Reserve authorities 
during 1954 have been markedly effective in giving 
rise to sharply higher rates, particularly in the 
short end of the market. 


Second, these rates—including those that the 
Treasury has to pay—could go even higher with- 
out producing any change of heart or of policy on 
the part of the Reserve authorities so long as busi- 
ness continues to boom. 


Third, the moment that business seems to the 
monetary authorities to be hesitating, or at all 
events to be threatening any substantial decline, 
restrictive policies would be promptly replaced by 
a return to “active ease.” 


Although there were a few who were beginning to 
ask questions at the close of the year, the vast major- 
ity of financial commentators remained definitely 
optimistic about the first half of the year, and many 
felt almost as confident about the second half. 


All this, taken together, seemed, if the optimists 
prove right in their appraisal of the general business 
situation, to strike the possibility of a drastic re- 
versal of Federal Reserve policy off the list of uncer- 
tainties. The possibility remains, of course, of a 
further intensification of the restrictive program, but 
few regarded it as likely unless a large and danger- 
ous bubble formed on top of the boom. Not much 
apprehension is, however, apparently felt at the mo- 
ment on this score. 

The numerous sessions of the learned societies dur- 
ing the last week of the old year combed over the 
current situation again and again and again. Speakers 
included many from the business and financial com- 
munity. Such occasional skepticism as developed on 
these occasions was for the most part very quickly 
overwhelmed by the good cheer everywhere prevail- 
ing. In this respect, academician and business econo- 
mist alike were seen closely attuned to the views pre- 
vailing in the financial district, where it is possible 
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these days to hear forecasts quite reminiscent of the 
late Twenties. 

The transformation that has taken place in the 
money market and closely related fields during the 
past year is, in general, probably well known, but 
some of the rather unusual characteristics of this 
change are of special interest. It would be going too 
far to say that changes have been for the most part 
confined to the shorter-term rates, but the fact is 
that they have been much more pronounced there 
than in the longer-term segments of the market, and 
throughout it all, quite interestingly and probably 
significantly, yields offered by common stocks have 
moved consistently against the trend. 


At the end of November, 1955, high-grade bond 
yields (Standard and Poor's, composite Al plus) aver- 
aged 3.113%; a year earlier the figure was 2.853%. 
The increase figures out at 9.1%. 


At the end of December, 1955, the longest Treas- 
ury bill was being sought at a yield of 2.49%; a year 
earlier the rate was 1.02%. The increase is 144.1%. 


Similar contrasts are to be found throughout the 
lists. Commercial paper was up from about 11/4% 
to 27/4-3!/,%; bankers’ acceptances from about 1!/4,% 
to 2!/,% or more; and the discount rate up from 1!/,% 
to 2" %- 

The yield on Treasury 3!/4,'s rose only from 2.73% 
to 2.98%,. 

The yield on common stocks (Standard and Poor's, 
composite) actually fell from 4.50% to 4.09%, from 
November to November. 


It seems to be clear that a continuation of the 
boom, to say nothing of further increases in its in- 
tensity, will demand more loan accommodations, and 
thus leave the Federal Reserve in a strategic position. 
Large capital expenditures are being planned. A sub- 
stantial volume of new mortgage money will be de- 
manded by the residential building industry, if it is to 
move ahead as apparently hoped for. The rise in con- 
sumer loans appeared to be growing strong at the end 
of the year, but anything approaching a continuation 
of the recent rate of production in the motor industry 
would be more or less impossible without a contmued 
expansion in consumer borrowing. The sharp rise 
in business loans during the closing weeks of the year 
seemed to be partly a result of expanded borrowing 
by sales finance companies to enable them to accom- 
modate automobile dealers whose stocks had grown 
to exceptional proportions and were apparently still 
growing. 

The current volume of savings does not seem 
likely to be able to meet all the demands for bor- 
rowed funds, and Federal Reserve policy tends to 
make the creation of deposits much more expensive 
than it has been in recent years—F. W. J. 


LOOKING 
INSIDE THE 
CONSUMER DOLLAR 


dollar, reflected by Tae Conrerence Boarp’s 
consumer price index, reveals the relationship of 
today’s dollar to that of 1953, the base year For 
example, if one dollar bought a pound of steak in 
1953 and that same pound costs only 91 cents today, 
the purchasing value of the “steak” dollar is said to 
have increased 10% over the 1953 dollar spent for 
steak. In other words, when prices go down, the 
purchasing value of the dollar goes up. Conversely, 
when prices go up the dollar loses purchasing value. 
A glance at the accompanying chart shows that 
during the economic ups and downs of the past three- 
year period the purchasing value of the dollar has 
remained remarkably stable. The money spent by 
consumers on the other hand has been rising con- 
tinuously. This means that the higher personal 
consumption expenditures were not caused by higher 
prices, but by increases in the quantity of goods 
bought. This growth in consumer demand was slowed 
down to some extent by the 1954 recession. Personal 
disposable income, however, and personal consump- 
tion expenditures still continued to rise, but only by 
about 2% and 2.6%, respectively. Gross national 
product showed a definite dip during this period. 
Again, the upswing during the first ten months of 
1955 did not affect the purchasing value of the dollar, 
which remained at 99.8 cents, unchanged from 1954. 
A different picture, however, is presented by the 
other statistics. Personal disposable income and per- 
sonal consumption expenditures rose a substantial 
4.6% and 5.9%, respectively, while gross national 
product was up 6.5%. It follows that all these 
gains represent additions to real income. 


SEVERAL PURCHASING VALUES 


When consumer spending, however, is broken down 
into its major areas, variations are apparent. This 
is illustrated in the accompanying charts. Over the 


1The recent revision of the NICB index bases the index on the 
year 1953. 
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charted period, the food and the apparel dollars show — 
continuous gains in value, while the housing, trans- 

portation and sundries dollars register equally con- 

tinuous declines. The food dollar, always in terms of © 
the 1953 value, bought 0.5 cent worth more in 1954 — 
and almost 2 cents worth more in 1955, while a — 
dollar’s worth of apparel in 1953 was purchasable for 
only 99 cents in 1955. The housing dollar, however, © 
lost almost 1.5 cents in value and the transportation — 
and sundries dollars fell 0.6 and 1.8 cents. | 


BUYS MORE FOOD AND APPAREL 


The rise in the value of the food dollar resulted in | 
large part from declining prices for dairy products, . 
eggs, meat, fish, and poultry. For every dollar spent | 
on eggs, butter and milk, the consumer could obtain © 
6 cents worth more in 1954 than in 1953. This was — 
primarily a result of the expiration of butter price — 
supports. The changes between 1954 and 1955 were 
much less spectacular, amounting to only about an 
0.5-cent increase on the dollar. The meat dollar 
showed more gradual gains: 2.4 cents in 1954 and an © 
additional 3.5 cents during 1955 brought its value 
to 5.9 cents above the 1953 level. 

Vegetables and fruits, after costing about 3% less — 
in 1954, rose again to reach the 1953 level in 1955. 
Cereal and bakery products, however, were more than 
4 cents dearer in 1955 than in 1953, while one re- 
ceived 6 cents worth less coffee, tea, sugar, etc. In 
1954, this was almost 10 cents less as coffee prices — 
rose abruptly. The subsequent decline in coffee 
prices only partly balance continued price advances 
for tea, which explains why the 1955 dollar still was 
6 cents below that of 1953. 


(Text continued bottom of page 16) 


Value of Dollar Related to Product, Income 
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Changing Purchasing Value of Dollar 
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Index Unchanged in November 


For the fifth time this year, The Conference cereal and bakery products group, since flour and 
Board's consumer price index remained unchanged . rice were slightly cheaper. All other food cate- 
from the previous month. The all-items index stood gories showed some increases. A slight downward 
at 100.7 (1953100), unchanged from October, change was recorded for apparel prices, with a 
1955, when a two-year peak was established. 0.3% decline in women's apparel partly offset by 

The purchasing value of the November dollar an 0.1% rise in men's apparel. 
remained at the year's low of 99.3 cents (1953 The fractional increase in the housing index is 
dollar=100.0 cents), which was 0.7 cents below its explained by slight advances in all areas of this 
November, 1954, value. component. Appearance of the higher-priced 1956 

The unchanged all-items figure resulted from cars caused a substantial rise of the transportation 
balancing movements in the components of the index. The sundries index was unchanged; small ad- 
index. Declines in food prices (down 0.6%) aug- vances in medical and personal care were canceled 
mented by a slight decrease in apparel (down 0.1%) out by equally small decreases in tobacco, alcoholic 
were offset by advances in the transportation index beverages and recreation costs. 

(up a substantial 1.6%) and a slight increase in Compared with a year ago, consumer prices were 
housing costs (up 0.1%). Sundries was the only up 0.7%. Annual increases were recorded by all 
component to remain unchanged from last month. the major components except food (down 0.6%). 

The decrease in food prices over the month was Transportation costs increased a hefty 2.7% over 
owing to continued substantial declines in meat the year, and the sundries index was up 1.5%. 
prices as record supplies continued to flood the Housing costs rose 1.0%, while the apparel index 
market. A lesser decrease was recorded by the registered a lesser increase of 0.3%. 


The Conference Board's Consumer Price Index—United States 
Cities over 50,000 in Population 


1953 =100 


All 

It Furnis rtati Value of jm Ror 
ems ish- portation ‘ue 0} anuary 

Total Get ns aes Are Dollar |1939=100)| =100) 

Water 


Trans- Purchasing’ 


Equipment 


1954 November.......... 100.0 


98.6 101.0 105.3 100.7 98.7 .0 5 2 100.0 181.6 113.8 
December........... 99.8 97.9 101.1 105.3 101.1 98.6 9 F .3 100.2 181.2 113.6 
Annual average...... 100.2 99.5 100.9 104.3 101.1 98.9 2 1 m0) 99.8 182.0 114.1 
1955 January............ 99.9 98.2 101.2 105.5 102.7 98.3 .8 .0 38 100.1 181.5 UISon 
February: «sive oo. 99.9 98.2 101.2 105.5 103.1 98.0 98.8 100.1 101.3 100.1 181.5 113.8 
anch Kovacs wanes 100.1 98.4 101.3 105.7 103.8 98.1 98.9 100.3 101.3 100.0 181.7 118.9 
ADIL acento certo G 100.1 98.3 101.5 105.8 103.5 98.3 98.9 100.2 101.5 99.9 181.8 113.9 
IMB Y oc, 5 asfeoiosmtes 100.2 98.4 101.4 105.8 102.9 98.2 98.8 100.4 101.6 99.8 181.9 114.0 
PUNE. okies Seaesen 100.2 98.3 101.4 105.8 102.7 98.2 98.8 101.3 101.8 99.8 182.1 114.1 
Tul y sews Soaks Ganiens 100.3 98.6 101.2 106.2 101.4 98.0 98.9 100.5 102.1 99.7 182.1 114.1 
AM BUS 6)05 oes jes 100.3 98.2 101.5 106.2 101.8 2 99.2 100.6 102.3 99.7 182.2 114.2 
September.......... 100.5 98.5 101.6 106.3 102.1 99.3 100.9 102.6 99.5 182.5 114.4 
October cues ceeen ae 100.7 98.6 101.9 106.5 102.6 99.4 101.3 102.7 99.3 182.9 114.6 
November.......... 100.7 98.0 102.0 106.6 102.9 99.3 102.9 102.7 99.3 182.9 114.7 
Percentage Changes 
Oct., 1955 to Noy., 1955... 


0 -0.6 +0.1 +O. ae | +0.2 ae Bee 0 | 0 0 +0.1 
Nov., 1954 to Nov., 1955..| +0.7 0.6 +1.0 +1.2 +2.2 +0.2 +0.3 sed +1.5 EO +0.7 +0.8 


The increase in the value of the apparel dollar 0.6% dearer in 1954, again leveled off to the 1953 


from 1953 to 1955 was largely a result of price de- value in 1955. 

clines in women’s apparel. One 1955 dollar will buy 

2 cents worth more women’s clothing than in 1953, WHERE PURCHASING POWER HAS FALLEN 
while for men’s apparel a gain of slightly under Rents have been rising steadily since 1953, so 
1 cent occurred. Materials and services, which were that the 1954 dollar was worth 95.8 cents and the 
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1955 one 94.4 cents. In 1954 the consumer received 
1 cent less fuel, gas and electricity to the dollar than 
in 1953, and by 1955 this was fully 2.5 cents less. 
Other household operations, which includes services 
such as laundries, domestics, etc., were relatively 
steady, while the housefurnishings and equipment 
dollar bought 1.2 cents and 1.8 cents more in 1954 
and 1955 than in the base period. 

Transportation costs were down a negligible 0.1% 
in 1954. Users of public transportation, however, 
were harder hit, since the value of that dollar was 
down 6.6 cents. Automobile owners, on the other 
hand, saw their dollar gain 1.1 cent in value, which 
was about enough to leave the transportation dollar 
at its 1953 value of 100.0 cents. During 1954, one 
could buy even less public transportation for a 1953 
dollar: its value had declined a further 2 cents to 
bring it down to 8.6 cents below the 1953 value. The 
automobile dollar, primarily because of higher up- 
keep costs, declined 1.1 cents in value and was down 
to the 1953 level of 100.0. 

The sundries dollar also lost in value: 1 cent in 
1954 and an additional 0.8 cents during 1955. The 
main loss here was experienced by the service dollar; 
compared with the base period it bought 1.6 cents less 
medical care in 1954 and 3.5 cents less in 1955. In 
1954, the consumer had to pay 0.8% more, and in 
1955 1.7% more, for personal care items than in 1953. 
Recreation, which includes such items as radio, tele- 
vision, movie admissions, etc., also was more expen- 
sive in 1955 than in 1953. The return on the dollar, 
in terms of the 1953 value, was 1.4 cents less in 1954 
and 1.8 cents less in 1955. Alcoholic beverages and 
tobacco were 0.5% and 0.8% dearer than in 1955. 

The year 1955, with its increased economic activ- 
ity, showed marked price stability. The major price 
increases during the past three years occurred dur- 
ing 1954. The consumer dollar on the average has 
lost 0.2 cents in purchasing value as compared with 
what it bought in 1953. Substantial increases in per- 
sonal incomes make this loss seem negligible. 


Heten BAacuNnEerR 
Statistical Division 


BUSINESS FORECASTS 


General 


Report of Carroll M. Shanks, president of the Prudential 
Insurance Co. (as summarized in The Commercial and 
Financial Chronicle, December 8)—< . . the nation’s 
economy will establish another new high in 1956 with the 
value of all goods and services produced reaching an un- 
precedented rate of $410 billion. 
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“This represents an increase of $15 billion over the esti- 
mated current record rate of spending by the public, 
private business and federal and local governments. 

“An upsurge in consumer buying, a heavy volume of 
capital expenditures for industry and a rise in outlays for 
highways, schools and other state and municipal facilities 
will be largely responsible for the nation climbing to the 
new economic plateau. . . 

“In comparing the major segments of 1956’s economy with 
1955’s, the report forecasts: 

1. A rise of over $13 billion in personal income; 

2. An increase of $11 billion in consumer spending; 

3. A rise of $3 billion in business capital expenditures 
and a continuation of the current rate of business inven- 
tory spending; 

4. A probable decrease of $1 billion in spending by the 
Federal Government, which will be more than offset by 
an increase of $2 billion at state and local goverment levels, 

5. Total spending on residential construction will remain 
at current high levels, even though new housing starts may 
decline from 1,300,000 in 1955 to approximately 1,150,000 
in 1956. 

“The labor force will grow, though by a smaller amount 
than during the past year. . . . Average hourly rates will 
rise and the working week will probably remain as long as 
it is at present. Unemployment may be pushed down even 
below its present extremely low level. 

“On the basis of these factors [it is estimated that] the 
labor and salary components of personal income will rise 
by about 544%. Although the other component of personal 
income—rent, interest and profits—will not rise as rapidly, 
total personal income will nevertheless still be up by about 
414% in 1956—an increase of over $13 billion. . 

“Considering the higher personal income, a slower rise 
in consumer debt, the increased savings and the income 
tax cut [it is estimated] that the public will up its spend- 
ing by $11 billion in 1956, ‘providing strong support to 
over-all prosperity.’ ” 

James M. Dawson, vice-president and economist of Cleve- 
land’s National City Bank (as reported in Steel, Decem- 
ber 12)—‘Business volume at the beginning of 1956 will 
be running about 7% higher than at the start of 1955, and 
current odds seem to favor a continued strong picture for 


the first half... .” 


Canada—General 


Rt. Hon. C. D. Howe, Canadian Minister of Trade and 
Commerce (in his annual review of the nation’s economy) — 
“The general level of activity in Canada was already 
rising at the beginning of 1955 and the upward trend ac- 
celerated in ensuing quarters. At the end of 1955, most key 
indicators of economic activity are still pointing up- 
ward. . 

“Considering the recent tempo of activity, the surpris- 
ing thing is the degree to which the economy has thus far 
been free of those strains and excesses which eventually 
lead to deterioration. Some materials are on short supply, 


(Continued on page 30) 


SELECTED BUSINESS INDICATORS 


Nondurables manufacturing 
Durables manufacturing 


Wholesale prices 
All commodities 
Industrial commodities 
Farm commodities 


Prices received and paid by farmers 
Prices received 
Prices paid! 
Parity ratio? 


Employment and unemployment (Census)* 
Labor force 
Employment 
Nonfarm employment 
Unemployment 


Nonfarm employment (BLS) 
Total 
Production workers in durables manufacturing 


Production workers in nondurables manufacturing... 


Employees in nonmanufacturing 


Average work week 
All manufacturing 
Durables manufacturing 
Nondurables manufacturing 


Average hourly earnings 
All manufacturing 
Durables manufacturing 
Nondurables manufacturing 


Average weekly earnings 
All manufacturing 
Durables manufacturing 
Nondurables manufacturing 


Personal income 


Instalment credit 
Extensions 


Total private 
Private nonfarm residential 


Retail trade: Durable goods stores 
Inventories 


Retail trade: Nondurable goods stores 
Inventories 


1947-49 = 100 S 
1947-49 =100 S 
1947-49 = 100 S 


1947-49 = 100 
1947-49 = 100 
1947-49 = 100 


1953 = 100 
1953 =100 
1953 = 100 


1910-14=100 
1910-14=100 
1910-14=100 


Thousand persons 
Thousand persons 
Thousand persons 
Thousand persons 


Thousand persons S 
Thousand persons S 
Thousand persons S 


Thousand persons S 


Billion dollars S A 
Billion dollars S A 


Billion dollars S A 


Million dollars S 
Million dollars S 
Million dollars 


Million dollars S A 
Million dollars S A 
Million dollars S A 


Million dollars S 
Million dollars S 


* 


Million dollars S$ 
Million dollars S 
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November p| October 


41,616 
29,640 
15,564 


September | November 


Tina 
84.25 
69.14 


307.9 
219.5 
93.7 


3,279 
2,691 
26,699 


42,432 
30,756 
16,572 


10,720 
5,840 
1.84 


12,510 
10,000 
1.25 


21,952b 


39,048 
27,228 
14,748 


12,0206 
9,382b 
1.28b 
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Durables mfg.: Sales and inventories 
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Deposit turnover: New York City................ 
Deposit turnover: 337 other centers®............... 


Eight sensitive business indicators 
Residential building contracts..................... 
Nonresidential building contracts.................- 
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Chartbook 
Page “ 


Gross national product 


Disposition of personal income 
Total personal income 
Disposable personal income 
Personal consumption expenditures 
Personal saving 


Corporate profits 
Before taxes 
After taxes 
Dividend payments 
Retained earnings 
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Business expenditures for plant & equipment 
31 Manufacturing industries 
Nonmanufacturing industries 


Federal budget receipts and expenditures 
Receipts 
Expenditures 
Cumulative surplus or deficit® 
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Sources: Federal Reserve; Department of Commerce; Bureau of Labor Statistics; 
Tae Conrarence Boarp; Department of Agriculture; Bureau of the Census; 
Securities and -iesge ny we Commission; Fg ir of the Budget; F. W. Dodge Cor- 
poration; Standard & Poor’s; Dun & Bradstreet. 

MIncludes interest, taxes and wages. *Prices Teceived divided by prices paid. 
fees exclude the Armed Forces. 4‘‘Labor i income” ” includes. wages an salaries, 

“other labor income.’ Both “labor income” and “other income” include em- 
Beice contributions to social insurance, which’are excluded from the total. ‘Includes 
grant-aid shipments. ‘Excludes Boston, Philadelphia, Chicago, Detroit, San Fran- 
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1955 1954 
Unit 
November p| October | September} November 
Million dollars S n.a 25,540 |r 25,182 23,916b 
Million dollars S n.d 13,276 |r 13,692 10,2956 
* n.d. 1.92 |r 1.84 2.32b 
Million dollars S n.a 19,693 |r 19,521 19,2526 
Million dollars S nN. 13,364 |r 13,532 12,194b 
7 n.d. 1.47 1.44 1.586 
Million dollars n.d. 1,395 |r 1,253 1,265b 
Million dollars n.a 1,034 |r 945 7636 
Million dollars na. 361 |r 308 5026 
Billion dollars 173.2 175.8 169.0 156.8 
+ na 46.1 42.4 40 .5b 
tT n.a. 20.4 20.8 18.66 
Thous. sq. ft. fl. sp.S 82,002 73,650 75,910 79,931 
Thous. sq. ft. fl. sp.S | 50,837 47,724 50,391 42,560 
Million dollars S n.d. 14,039 |r 14,936 10,7906 
Hours S 41.1 r 40.9 40.8 40.1 
1947-49 = 100 88.5 89.3 89.9 90.8 
1926 =100 491.1 433 .2 471.1 344.8 
Number S 11,715 11,155 12,686 11,228 
Number S 988 930 932 976 


1954 


Til 
Quarter p 


II 
Quarter 


Ill 
Quarter 


Billion dollars S A 
Billion dollars S A 
Billion dollars S A 


Billion dollars S A 
Billion dollars S A 
Billion dollars S A 


Billion dollars S A 


Billion dollars S A 
Billion dollars S A 
Billion dollars S A 
Billion dollars S A 


Billion dollars S A 
Billion dollars S A 
Billion dollars S A 


Million dollars 
Million dollars 
Million dollars 
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cisco, Los aes and New York. 'Gross national S gers less change in business 
inventories. SBeginning July 1. S—seasonally adjusted. A-annual rate. a-For the IV 
quarter of 1955, anticipated outlays are: Total, 30.86; Manufacturing, 12.64; and Non- 
manufacturing, 18.22. For the I Quarter of 1956, anticipated outlays are: Total, 31.60; 

Manufacturing, 13.44; Nonmanufacturing, 18. 16. tober, 1954 for monthly data. 
p-preliminary. r-revised. *End-of-month inventory, divided by sales during the 
month. {Debits (annual rate) divided by deposits, seasonally adjusted. n.a.Not avail- 
able. AChartbook % Current Business Trends, Tom ConrereNcn Boarp, 1955. 

Copies available to Board Associates on request, without charge. 


FORWARD THRUST IN 


rapid upsurge in consumer demand, enlarged 

business investment and government spending 
brought a full measure of economic prosperity to 
Canada in 1955. 

As measured by the total output of goods and 
services, over-all economic activity was about 10% 
higher than in 1954—a more massive gain than was 
experienced in the United States in 1955 or in 
Canada in any comparable period over the past 
decade. 

And—according to the latest business indicators, 
after due allowance for seasonal factors—the Cana- 
dian economy is still maintaining a dynamic forward 
thrust. 

This expansion, which began with a moderate up- 
turn in the latter part of 1954, gathered momentum 
in the early months of 1955. Before midyear, previ- 
ous records for output and sales began to topple in 
a growing number of industries, and, in the latter 
half of the year, many of these new records stood 
only for as long as it took to make new entries on 
the books. 

The expansion was fostered, especially during its 
early stages, by reemerging prosperity in the United 
States, by buoyant economic trends throughout most 
of western Europe, by gathering confidence in the 
Canadian business community and by government 
policies that were conducive to economic expansion. 
These latter included a reduction in personal and 
corporate income-tax rates and a relatively easy 
monetary policy. In the earlier part of the year, the 
expansion was also facilitated by relatively ample 
supplies of men, materials and money, and by under- 
utilized capacity in many manufacturing industries. 

Due credit must also be given to the relatively fa- 
vorable agricultural conditions which contributed to 
grain crops of near-record proportions and to a 
physical volume of agricultural production exceeded 
in only a few previous years in Canada’s history. 


SHARP UPTREND IN GNP 


The dimensions and pace of the economic gains 
can be seen in the sharp uptrend in Canada’s gross 
national product (the total value of all goods and 
services produced). Climbing through successive new 
peaks, it reached a seasonally adjusted annual 
rate of 26.9 billion Canadian dollars in the third 
quarter, the latest period for which official figures 


ieee export markets, an unexpectedly 
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are available. At this level, it was no less than 12% 
above the corresponding figure for a year earlier. On 
the basis of an apparent further rise in the fourth 
quarter, the final figure for 1955, when it is released, 
will probably come close to $2614 billion, compared 
with $24 billion in 1954 and slightly below $241 bil- 
lion in 1953. 

Moreover, the indicated dollar gain of about 10% 
is approximately representative of the advance made 
in the physical volume of output, since average prices 
for the year 1955 were not materially greater than 
those for 1954. Higher prices for certain types of 
goods and services (especially industrial materials) 
have been approximately offset by a continuing de- 
cline in the prices of farm products. 

Commodity production, however, did not rise so 
rapidly as imports; and there was a particularly large 
rise in imports in the latter part of the year when the 
pace of advance in production was apparently be- 
coming slower. Moreover, during the course of the 
year, imports tended to rise more steeply than ex- 
ports, with a consequent rise in the trade deficit. 
This tended to exert downward pressure on the ex- 
change value of the Canadian dollar. 


PRESSURES ON PRODUCTION FACTORS 


The rising tide of sales subsequently brought un- 
comfortably large declines in sales-inventory ratios 
in various lines of production and channels of dis- 
tribution. Inventories of some industrial materials 
were abnormally low, reflecting increasingly tight 
supply conditions for a variety of materials (espe- 
cially metals) in Canadian and world markets. In- 
deed, supply conditions became sufficiently strained 
to set off a rising trend of industrial material prices, 
although the initiative for these price increases origi- 
nated largely in markets outside Canada. 

A sharp improvement in employment conditions 
also emerged, especially in the second quarter of 
1955, as a growing number of manufacturing indus- 
tries stepped up the pace of their operations. The 
steep rise in nonfarm employment was associated 
with a more than seasonal decline in unemployment, 
a more than seasonal expansion in the labor force, 
and a resumption of the trend towards lower agri- 
cultural employment. By mid-October, nonfarm 
employment had risen to over 4.7 million persons, 
close to half a million above the mid-March low, 
and over 200,000 above the previous peak in August, 
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1953. Correspondingly, unemployment! had declined 
from over 400,000 in March to about 140,000 in 
October, or from about 7.5% to 2.5% of the civilian 
labor force. A genuine scarcity of certain types of 
skilled labor had emerged by the last quarter of 1955, 
with clear indications of gathering upward pressure 
on wage rates. 

Increased economic activity was accompanied by 
a strong expansion in money and credit. In the 
earlier part of the year, credit was readily available 
on terms that were generally favorable to borrowers. 
By the third quarter the monetary authorities began 
to apply moderate degrees of monetary restraint, and 
in the fourth quarter firm monetary restraint was in- 
troduced. These measures produced tightness in the 
money market, sharp increases in short-term inter- 
est rates, and in the latter part of November an up- 
ward move in long-term rates after well over a year 
of approximate stability. Before the end of the 
year, borrowing was accordingly tending to become 
more costly and somewhat more difficult to arrange. 

Thus, during the course of 1955, there emerged in 
Canada higher prices for a number of materials, 
stepped-up pressures for wage increases, and a ten- 
dency toward higher financing costs. The growing 
shortages among productive factors was a clear indi- 
cation that the economy had picked up a good deal 
of the slack that had previously existed, and that it 
was entering a period in which there would be an 
inevitable slowing down in the pace of over-all ad- 
vance in the physical volume of output. 

Higher costs of production factors did not produce 
corresponding reductions in business profits. Indeed, 
aggregate profits surged forward: in the second and 
third quarters profits before taxes averaged well over 

1Persons without jobs and seeking work 
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25% more than in the same quarters in 1954, while 
profits after taxes were more than a third higher. 
Moreover, in a large number of industries, profits 
appear to have risen relative to sales. 


SALIENT FEATURES OF THE EXPANSION 


Although virtually all Canadian industries have 
shared to some extent in the global advances in pro- 
duction, sales, employment and profits, the industry- 
by-industry patterns of gaims have been far from 
parallel. Total industrial production, for example, 
was about 8% or 9% higher than in 1954; mining and 
electricity production showed much larger increases, 
while the over-all rise in manufacturing was smaller. 
Salient advances to capacity or near-capacity pro- 
duction levels were made in many of the primary 
manufacturing industries—such as iron and steel, 
smelting and refining (nonferrous metals), pulp and 
paper, oil refining and cement. Substantial gains were 
also made in a few of the industries in more advanced 
stages of manufacturing—automobiles, rubber, chemi- 
cals and electrical apparatus. In contrast, the 1955 
output of many of the other manufacturing industries 
was less impressive in terms of capacity or previous 
production records—for example, in leather, primary 
textiles, clothing, printing and publishing, and rail- 
road equipment. And in a few industries—for ex- 
ample, grain milling, shipbuildmg and manufactured 
gas—there were production declines. 

This relief map picture of the pattern of industrial 
advances in 1955 reflects, in part, differences in the 
timing of advances. The earliest occurred in the 
primary manufacturing industries, while the more 
advanced secondary industries generally picked up 
somewhat later and more slowly. 

There was another reason for the unevenness of 
the manufacturing gains. Many of the nondurable 
goods industries had been maintaining more even 
growth, with little or no setback during the period 
of over-all economic weaknesses in 1953-1954. But 
many of the durable goods industries moved up 
sharply in.1955 from severe cutbacks in 1954. 

Again, the over-all advances in business profits 
were not spread evenly. In some cases there appear 
to have been particularly sharp profit gains, as the 
rising scale of operations permitted notable gains in 
efficiency and falling unit costs of output. In other 
cases, profit margins were squeezed under actual or 
threatened foreign competition or under circum- 
stances in which unit production costs failed to fall 
with rising output. 

One of the sharpest production gains registered in 
the Canadian economy in 1955 was in agriculture. 
The total value of farm output rose by about one 
fourth in 1955, and accounted for about $300 million 
(or close to 138%) of the total rise of about $2.4 
billion in gross national product. Nevertheless, the 


Consumption and Investment 


BILLIONS OF CANADIAN DOLLARS 


PERSONAL 
CONSUMPTION 
EXPENDITURES 


NEW NONRESIDENTIAL CONSTRUCTION , 
MACHINERY & EQUIPMENT 


NEW RESIDENTIAL 
CONSTRUCTION 


as Se ee 
SS 


1953 1954 1955 


INDEX NUMBERS, 1953 = 100 


140 NEW RESIDENTIAL 
CONSTRUCTION f 


/ PERSONAL 
CONSUMPTION 
EXPENDITURES 


NEW NONRESIDENTIAL 
120 CONSTRUCTION , 


MACHINERY 
& EQUIPMENT 


100 


80 
1953 1954 1955 


Quarterly data at seasonally adjusted annual rates 
Source: Dominion Bureau of Statistics 


farm sector of the Canadian economy remained dis- 
concertingly weak under the burdens of falling farm 
prices and huge grain surpluses. 


MARKET FORCES BEHIND THE EXPANSION 


Turning from production to demand, the national 
accounts indicate that all the major types of expen- 
ditures rose in 1955, but that there were great differ- 
ences in the timing and the relative magnitudes of the 
advances. 

In dollar terms, the big gains were recorded in 
consumer spending and exports, the former rising by 
about a billion dollars and the latter by well over 
$600 million. The rise in total investment expendi- 
tures, excluding inventories, appears to have been 
of the order of half a billion dollars, with more than 


half the increase accounted for by new residential 
construction and less than half by business invest- 
ment in new plant and equipment. The rise in total 
government spending was about $300 million—a larg- 
er increase than that in aggregate business investment 
in new plant and equipment. 

Compared with these dollar changes, however, the 
percentage gains show an entirely different pattern— 
residential construction up approximately 25%, ex- 
ports about 12%, consumer spending and govern- 
ment outlays around 7% to 8%, new machinery and 
equipment perhaps somewhat more, and nonresiden- 
tial construction by only a few percentage points. 

Similarly, there were great differences in the tim- 
ing of the advances. In the first quarter, business 
investment in new plant and equipment reached a 
trough, and exports and inventory accumulation were 
the dominant factors in the over-all rise in spending. 
In the second quarter, business inventory accumula- 
tion fell off sharply, exports remained at about the 
first-quarter level, and there was a forward surge 
in consumer spending, residential construction, gov- 
ernment outlays, and business outlays for machinery 
and equipment. In the third quarter, more moder- 
ate rates of gain in these four aggregates were sup- 
ported by a resumption of export increases and by a 
rise in nonresidential construction. Although official 
data for the fourth quarter will not be available for 
several months, this broader pattern of rising demand 
appears to have carried on into the closing months 
of the year, perhaps augmented by the reemergence 
of business inventory accumulation. 


CONSUMER SPENDING 


Total personal income advanced briskly in 1955, 
reflecting not only a rise in wages and salaries asso- 
ciated with rising employment, higher average hourly 
earnings, and a small rise in hours worked per week, 
but also gains in interest and dividend receipts, mili- 
tary pay and allowances, and other types of personal 
income. Moreover, a reduction in personal income- 
tax rates, which became effective at midyear, meant 
that total personal direct taxes did not increase pro- 
portionately. 

The year was also marked by the emergence of 
much more aggressive merchandising in many lines 
of retailing. One of the principal features of the 
intensified sales efforts was keener price competition, 
involving substantial reductions in profit margins on 
many goods—especially for the big-ticket items, but 
also stretching well down into the small-ticket goods. 

It was officially estimated that prices of consumer 
durable goods in the third quarter of 1955 were, on 
the average, a full 5% below a year earlier, and it is 
doubtful whether this figure fully reflects the econo- 
mies achieved by diligent shoppers who were on the 
lookout for bargains and special sales. Price reduc- 
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tions also appeared in foods, as well as in many of 
the nonfood soft goods lines—especially in the case 
of numerous types of goods sold in department and 
chain stores. At the same time, consumers were 
offered an increasing variety of new and _ better 
products. 

Total consumer spending on goods and services in 
1955 reached almost $1634 billion, about a billion 
(between 6% and 7%) above 1954. Virtually all 
types of consumer goods and services shared to some 
extent in this advance. In dollar terms, the largest 
gain was recorded in nondurable goods, with some- 
what smaller gains for durable goods and for serv- 
ices. In round percentage figures, durables were up 
an impressive 20%, while nondurables rose by less 
than 5% and services by somewhat more than 5%. 

The pattern of advance in consumer spending dur- 
ing the year shows a particularly large rise in the 
second quarter, partly reflecting a sudden spurt in 
purchases of new automobiles. During the latter 
half of the year there was a somewhat slower and 
broader advance in which other durables besides 
automobiles moved up strongly, and in which most 
types of nondurables also advanced to new peaks. 
Service expenditures continued their steady advance 
of recent years, accompanied by a gradual continu- 
ing uptrend in the average price of services. The 
regional distribution of retail sales shows that the 
over-all advances were geographically widespread. 
Real weaknesses appeared only in the agricultural 
areas of Western Canada. The year closed on a 
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strong note as Christmas sales shattered all previous 
records. 

Illustrative of the major increases recorded in 
some of the durable goods in 1955 are the following 
figures comparing unit sales (or manufacturers’ do- 
mestic shipments) for the first ten months of 1955 
with the corresponding period of 1954: new passenger 
automobiles up 24% (but only 7% above 1953), 
refrigerators up 16%, washing machines up 23%, 
radios up 28%, television sets up 30%, home freezers 
up 56%. 

An increase in consumer credit naturally went 
hand in hand with the rising volume of consumer 
spending. But there does not appear to have been 
any rise in the ratio of credit sales to cash sales, 
even in-the case of automobile purchases. And the 
rate of increase in instalment credit appears to have 
been unexpectedly moderate in relation to the ad- 
vances in consumer purchases of durables, especially 
when viewed in perspective against the experience of 
1952-1953. Nor does there appear to have been any 
deterioration in the quality of such credit during 
the year. On the other hand, cash personal loans 
by the chartered banks rose fairly steeply after the 
first quarter. 


INVESTMENT OUTLAYS 


Total public and private investment in new con- 
struction and machinery in Canada reached a new 
peak of approximately $6 billion in 1955. Even ex- 
cluding direct government outlays, a new peak of 
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around $5 billion was attained. In addition to a 
large rise in residential construction, substantial in- 
creases over 1954 were recorded by the manufactur- 
ing and primary producing industries. 

New residential construction expenditures far out- 
ran earlier anticipations, and reached a record total 
of over $1.4 billion dollars, surpassing the previous 
(1954) record by about one fourth and the 1953 
level by over one third. New housing starts and com- 
pletions reached almost 135,000 and 125,000 units, 
respectively, each about 20% above 1954. The 
country appears to have entered 1956 with a new 
year-end record of houses under construction (about 
80,000 units) . 


AN UPTREND IN CONSTRUCTION COSTS? 


In contrast with 1954, when a high proportion of 
new housing units were concentrated in or near 
large cities, 1955 shows a more widely dispersed pat- 
tern of new house building, with a higher proportion 
of single-family units and an especially sharp rise 
in houses constructed under the provisions of the 
National Housing Act. In the latter half of the year, 
the stability that had prevailed for about three years 
in construction costs was broken and these costs 
began to rise, primarily owing to a reversal in the 
previous decline in average prices of building mate- 
rials. By year end, with continuing strength in the 
housing picture and an accelerating rise in nonresi- 
dential construction, an uptrend in construction costs 
appeared to be under way. 

During most of the year, relatively ample supplies 
of mortgage funds were available. From May until 
the emergence of monetary restraint toward the end 
of the year, such funds were available in some quar- 
ters at slightly lower rates than were prevailing a 
year earlier. The chartered banks, under their first 
full year of insured mortgage lending under the Na- 
tional Housing Act, made net mortgage acquisitions 
of about $220 million, compared with less than $75 
million in the latter part of 1954. Of the net increase 
in the earning assets of life insurance companies, ap- 
proximately 90% (close to $300 million) consisted of 
mortgages (including some nonresidential mortgages, 
as well as conventional and insured residential 
mortgages) . 

During the latter half of 1955 the rate of expan- 
sion in residential construction slowed down, but 
business investment in new plant and equipment 


rose. Investment outlays for new machinery and © 


equipment actually began to rise in the second quar- 
ter, but a strong expansion in new ronresidential 
construction did not begin until the third quarter. 
Business durable capital investment continued to ex- 
pand in the final quarter of the year. 

Although the results of the 1956 investment out- 
look survey of the Canadian Department of Trade 
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and Commerce will probably not be released for a 
month or two, a number of factors suggest that it will 
indicate a new record in prospect for 1956. Business 
profits have been very good. Market forces are show- 
ing continued strength. Construction contract awards 
in the latter part of 1955 rose substantially. And a 
number of large investment projects are already in 
the works for 1956—the St. Lawrence Seaway, the 
Westcoast Transmission pipeline, the railroad through 
the Chibougamau mining district in Quebec; and 
others, such as the Trans-Canada Pipe Line, might 
materialize. 

Indeed, it seems possible that investment may 
make a major contribution to any further over-all 
rise in business activity in Canada in 1956. In any 
event, the expansion in business investment in the 
latter part of 1955 appears to have exerted further 
upward pressure on the prices of industrial materials 
—especially metals and other building materials— 
and also appears to have been an important element 
in the sharp rise in imports. 


PATTERN OF INVENTORY CHANGE 


In 1954, farm and business inventories declined 
by $160 million and $120 million, respectively. Dur- 
ing the first nine months of 1955 these aggregate 
inventory components rose at seasonally adjusted 
annual rates of about $160 million and $140 million, 
respectively. The swing in farm inventories is ac- 
counted for mainly by the switch from a poor wheat 
crop in 1953-1954 to a very large crop in 1954-1955. 

In the case of business inventories, it is not the 
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over-all dimensions of inventory changes from 1954 
to 1955 that is noteworthy, but the pattern of the 
change. Heavy business inventory liquidation in the 
second and third quarters of 1954 was followed by a 
swing to a sizable inventory gain in the first quarter 
of 1955. But, thereafter, business inventory accumu- 
lation fell to seasonally adjusted annual rates of only 
$28 million in the second quarter and $36 million in 
the third. These almost negligible additions to busi- 
ness inventories took place against the background 
of very large increases in production and sales, with 
the result that inventory-sales ratios in many lines 
of production and channels of distribution were 
greatly reduced. And the brisk rise in final demand 
consequently brought accumulating backlogs of in- 
ventory demand in many quarters. 

For manufacturing as a whole, the ratio of inven- 
tories to shipments was lower than in any previous 
year reported by the Dominion Bureau of Statistics 
(back to 1949), and this situation prevailed in a 
wide number of industries. On the whole, inventory 
positions were perhaps somewhat more comfortable 
in distribution channels, but some retailers experi- 
enced considerable difficulty in maintaining adequate 
stocks of better-quality merchandise against the 
background of the upgrading in consumer buying. 


GOVERNMENT OUTLAYS 


Despite intensified efforts to effect economies in 
government expenditures, especially on the federal 
level, total government spending in 1955 rose to 
about $4.7 billion, a level that had previously been 
exceeded only in 1944, the peak year for wartime 
spending. The rise of about $300 million (about 7%) 
in such spending represented something more than 
a marginal factor in Canada’s recent economic ex- 
pansion. 

On the one hand, higher construction outlays, 
both within the federal government’s military pro- 
gram, and more especially by provincial and muni- 
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cipal governments, represented a very important 
factor in the over-all rise in construction. And despite 
the higher levels of construction outlays in 1955, the 
year saw little catching up on the massive accumu- 
lated backlogs of social capital requirements; i.e., 
needs for new and improved schools, hospitals, pub- 
lic buildings, highways, streets, sewers and so on. 

In addition, although expenditures for military 
equipment in 1955 appear to have been about the 
same as in 1954, and well below the levels of the 
two preceding years, defense procurement continued 
to provide a major support for the aircraft and ship- 
building industries, while total national defense spend- 
ing actually increased slightly over 1954. On the 
other hand, government spending also contributed 
directly to an enlargement of personal income through 
higher social welfare payments to individuals (espe- 
cially in the first half of the year) and through in- 
creases in military pay and allowances. 

Rising income and business activity helped to swell 
government revenues during the year, and greatly 
reduced the federal budgetary deficit that had been 
anticipated in the Finance Minister’s Budget Speech, 
(a deficit of $160 million). Indeed, the rapidity of 
the rise in tax revenues during recent months sug- 
gests that for the fiscal year ending March 31, 1956, 
the federal budget may be close to balance. Although 
the provincial governments also had more buoyant 
revenues than had been anticipated at the beginning 
of the year, the aggregate budgetary accounts of the 
provincial governments will undoubtedly remain in 
deficit for the fiscal year 1955-1956 (ending March 
31), and probably show a considerably larger deficit 
than in 1954-1955. 


WHEAT DOWN FURTHER IN EXPORT RANK 


For many years, wheat was Canada’s leading ex- 
port. Toward the end of the Thirties, newsprint 
began to jockey with wheat for the lead. And in 
the postwar period newsprint has taken over first 
place. In 1955, a second major type of forest prod- 
uct—planks and boards—moved ahead of wheat in 
the export lists, while a third—wood pulp—moved 
up strongly into fourth position. Altogether, the value 
of Canada’s forest product exports in 1955 exceeded 
$1.5 billion, well above the preceding year’s peak of 
less than $1.4 billion. Major export gains were also 
registered in Canada’s exports of nonferrous metals 
and products in 1955 (including aluminum, as well 
as nickel, copper and zinc, and other base metals). 
Excluding precious metals, the total value of exports 
of nonferrous products came close to $800 million, 
and showed a larger percentage rise than that in 
total forest products. In addition, major export 
gains were recorded in iron ore, petroleum, asbestos 
and a wide range of other products. But there were 
further declines in wheat, wheat flour and other 
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grains, aggregate exports of which appear to have 
fallen to about half a billion dollars for the first 
time since 1950. 

In total, exports of Canadian commodities reached 
about $4.3 billion, around 12% above 1954. Regard- 
ing the geographical pattern of export shipments, the 
most striking development in 1955 (on the basis of 
the figures for the first ten months of the year) was 
a sharp but broadly based rise of close to 20% in 
exports to Britain (to a new peacetime peak of well 
over $750 million), with a somewhat higher percent- 
age increase in exports to all other British Common- 
wealth countries combined (to over $250 million). 
This compares with a rise of only about 10% in 
exports to the United States, and one that was more 
heavily concentrated in a few categories—lumber, 
iron ore, pulp, oil and nonferrous metals. On the 
other hand, owing to the preponderance of exports 
to the United States (which reached an all-time rec- 
ord of around $2.6 billion), the dollar expansion was 
larger to the latter than to Britain and all British 
Commonwealth countries combined. Elsewhere, a 
rise in exports to Europe was approximately offset by 
lower shipments to Latin America and all other coun- 
tries. On the basis of the detailed trade data avail- 
able for the first nine months of 1955, compared with 
the same period in 1954, the value of exports of iron 
ore to the United States rose by more than that of 
all nonferrous metals combined. Yet the increase in 
iron ore, plus nonferrous metals, fell far short of 
matching the increase in forest products. 

Increased prices of some of Canada’s most impor- 
tant exports—in particular, for some base metals and 
forest products—were more than sufficient to offset 
reduced prices for some agricultural and other prod- 
ucts and a small rise in average export prices of the 
order of 2%, 

But while this indicates that the bulk of the 
rise in the total value of exports represented a 
gain in volume, it also indicates that price factors 


alone have probably accounted for close to $100 
million of the rise in the total value of exports. 


COST-PRICE-PROFIT RELATIONSHIPS 


To be seen in proper perspective, Canada’s eco- 
nomic expansion in 1955 must be appraised against 
the background of favorable cost-price-profit rela- 
tionships. These permitted a broad and rapid ad- 
vance in business activity without shaking loose the 
over-all pattern of price stability that had pre- 
vailed over the preceding three years. They did 
not generate the kind of price spirals that char- 
acterized so many economic upswings in the past, 
involving scrambles for goods and services in antici- 
pation of price increases which would reduce pur- 
chasing power or bring speculative profits. 

Instead, the expansion moved off from a base of 
stability in costs and prices. During the early stages 
of rapid over-all expansion in the first half of 1955, 
forces originating largely outside the Canadian econ- 
omy brought some increases in industrial material 
prices, but with only a few exceptions (copper, scrap 
iron, zinc and nickel) these increases were relatively 
small. In the latter part of the year, the pace of 
economic expansion in Canada began to bring internal 
pressures to bear on the prices of some production 
factors, including credit and some types of labor (for 
example, construction workers), as well as a variety 
of industrial materials. And, externally, shortages of 
virtually all metals and some other commodities in 
world markets exerted further upward pressure on 
prices of materials. Their impact fell very unevenly 
on Canadian business, involving significant cost in- 
creases for some types of firms (wire and cable, iron 
and steel, automobile). But, even in the second half 
of the year, most Canadian firms experienced only 
moderate cost increases. Moreover, largely as a 
consequence of new investment and other measures 
taken during the past two years to increase produc- 
tive efficiency, there appears to have actually been 
a decline, in a large number of both manufacturing 
and nonmanufacturing firms, in the ratio of operat- 
ing costs to the value of output or sales, as the latter 
increased. Scattered evidence points to notable ad- 
vance in labor productivity. 

More generally, the expansion in output or sales 
provided a basis for a thinner spreading of overhead 
costs. This has been particularly important in the 
case of some new firms and in new lines of produc- 
tion in which heavy overhead costs had been ab- 
sorbed in starting production, and in which the ex- 
pansion in operations was especially rapid in 1955. 

A considerable number of Canadian firms appear 
to have been able to improve their profits somewhat 
beyond the economies of increased rates of produc- 
tion without increasing prices, and in some cases 
even after price reductions. The current rise in busi- 
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ness profits reflects a pay-off on investment in new 
and better plant over the past few years and, per- 
haps of equal importance, further improvements 
in the art of business management. In the less for- 
tunately situated industries, higher earnings have 
served in some instances to absorb increased costs or 
have made it possible to meet foreign competition in 
the domestic market by reduced profit margins. 


THE GOOD AND BAD IN AGRICULTURE 


A 500-million-bushel wheat crop, excellent crops 
of other grains, good fruit and vegetable crops, and 
a relatively favorable year for mixed farming resulted 
in one of the highest years of agricultural production 
on record in Canada. But in contrast with various 
segments of Canadian industry, the average Cana- 
dian farmer was concerned with surpluses rather 
than with shortages, and with downward pressures 
on the prices of a wide range of farm products. 

In particular, wheat congestion, which was already 
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serious before 1955, became more intense during the 
year, and, in October, wheat stocks were near the 
billion-bushel mark. An expected recovery in wheat 
exports failed to materialize during the year, not only 
as a consequence of good wheat crops in a large 
number of wheat-importing countries, but also be- 
cause the other three principal wheat-exporting na- 
tions (the United States, Argentina and Australia) 
were able, for a variety of reasons, to increase their 
export sales, in some cases at the expense of Canadian 
exports. 

So cash farm income remained virtually unchanged 
from 1954 and at a level lower than in any other 
year (except 1950) since 1947. Moreover, while 
prices of Canadian farm products fell, there was no 
decline in the average prices of commodities and 
services used by farmers. 

Indicative of the strains that have prevailed in the 
farm sector—mainly in the wheat-growing regions of 
Western Canada, but also in other scattered areas 
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across the country—retail sales and residential con- 
struction have been weak in the regions in which in- 
come and expenditures of farmers represent sizable 
proportions of total personal income and spending. 
Also, in a reversal of the pattern of 1954, farm em- 
ployment declined in 1955. 


INTERNATIONAL PAYMENTS 


Higher consumption and investment in Canada 
in 1955, plus accumulating backlogs of mventory de- 
mand, encouraged a large rise in Canadian purchases 
of foreign goods. In fact, total imports, which had 
fallen more rapidly than over-all business activity in 
1953-1954, rose more rapidly than such activity in 
1955, showing a particularly broad and rapid expan- 
sion to new records in the latter part of the year. 

On the basis of the trends in commodity imports 
for the first ten months of the year, it appears likely 
that total imports for the year reached $4.8 billion 
(over 15% above 1954, and almost 10% over the 
previous peak in 1953). One of the remarkable fea- 
tures of the advance was that it was broadly spread 
over hundreds of different types of commodities— 
all sorts of durable and nondurable consumer goods, 
. business machinery and equipment, industrial mate- 
rials, construction goods, agricultural products, and 
so forth. 

In geographical terms, the bulk of this rise came 
in imports from the United States, although there 
were actually enlarged sales in the Canadian market 
by a large number of foreign countries. 

In contrast with the rise in the average price of 
Canadian exports, the average price of imports re- 
mained remarkably stable. Virtually the whole rise 
represented an increase in the physical volume of im- 
ports. Moreover, given the larger rise in the dollar 


value of imports than exports in 1955, the improve- 
ment in export prices relative to import prices kept 
the trade deficit from rising more rapidly than would 
otherwise have been the case. Indeed, this improve- 
ment in the so-called terms of trade meant that 
Canada’s exports in 1955 purchased, at a rough 
guess, about $100 million more of imports than if no 
such improvement had occurred. 

Nevertheless, the actual deficit incurred in com- 
modity trade in 1955 appears to have been the larg- 
est in Canada’s history—over $300 million—with a 
deficit of around $800 million in Canada’s trade with 
the United States (surpassed only by the abnormal 
1947 deficit of $918 million). 


CAPITAL MOVEMENTS HELPED 


Regarding the broader picture of Canada’s inter- 
national payments, there was a deterioration in 1955 
in Canada’s balance of payments on the so-called in- 
visible items (tourist and travel expenditures, inter- 
est and dividend payments, freight and shipping 
charges, and so forth), as well as in the balance on 
merchandise trade. As a result, the current account 
payments deficit reached a new record. Among the 
principal types of capital movements that helped to 
offset this deficit were: a continued high rate of di- 
rect foreign investment in Canada (mainly from the 
United States); a large rise in net foreign purchases 
of outstanding Canadian stocks; a very greatly re- 
duced, but still sizable, volume of new issues of 
Canadian securities abroad (in the United States) ; 
and a very substantial inflow of short-term capital 
funds. In combination, these capital movements not 
only helped to finance the large current account 
deficit, but also permitted a massive repatriation of 
Canadian bonds previously held by foreign residents. 
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Average 


Industrial Wholesale 
Production Congumes Prices Retail Sales 
a = | (1949 =100) Sey a sae = 
mS) 3 .6 2 3.4 $ 855.6 
255.6 114.6 220.3 135.4 2.3 1,070.3 
250.9 115.8 221.5 136.0 1.6 1,025.5 
9 116.2 219.4 187.5 2.8 1,090.5 
al 115.6 12 140.5 5.8 843.6 
246.8 115.7 8 141.7 4.4 1,051.3 
246.3 116.7 2 140.7 S21 1,014.6 
250.3 116.7 9 140.5 3.9 1,076.9 
246 .0 116.2 8 143.0 ite 1 844.4 
267.8 116.1 a] 145.1 4.2 1,185.1 
272 .1p 116.4 6 144.7 2.5 1,106.7 
283 .6 116.9 ; n.a. 2.5 1,120.6 
n.a. 116.9 n.a 2.9 n.a. 


pPreliminary n.a,Not available 
1In millions of dollars at seasonally adjusted annual ratcs 


Source: Dominion Bureau of Statistics 


Quarterly figures are monthly percentage averages of civilian labor force seeking work 
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Under Canada’s flexible exchange rate policy, the 
exchange value of the Canadian dollar was naturally 
affected by shifts in the pattern of international pay- 
ments in 1955. Relatively strong downward pressure 
was exerted on the Canadian exchange rate by the 
more rapid rise in imports than exports. There was 
also the impact of shifts in interest rate differentials 
between Canada and the United States, which dis- 
couraged new issues of Canadian securities in New 
York and encouraged repatriation of outstanding for- 
eign-held Canadian bonds and retirements of issues 
that had been floated in New York. 

Largely as a result of these pressures, the Canadian 
dollar moved from a premium of close to 344 cents 
in terms of the United States dollar in January, 1955, 
to about par with the latter in the final quarter 
of the year. At the same time, the decline in the ex- 
change rate, in conjunction with tightening monetary 
conditions in Canada in the latter part of the year, 
helped to set in motion offsetting capital movements, 
and may have even had marginal effects tending to 
moderate the deterioration in the current account 
payments position. 


MONETARY POLICY—EASE TO RESTRAINT 


The dominant feature of the Canadian financial 
scene in 1955 was the turn from monetary ease at the 
beginning of the year to monetary restraint in the 
latter part of the year. 

The year 1955 began with a policy of active mone- 
tary ease. In February, the Bank of Canada reduced 
its rediscount rate from 2% to 144%. Contrary 
to views that have been expressed in some quarters, 
this was not an action aimed at accentuating mone- 
tary ease, but a decision based on technical consider- 
ations (and perhaps, also, exchange policy consider- 
ations) arising from the earlier active ease. Sub- 
sequently (from mid-February to July), as demands 
for larger credit developed in conjunction with the 
broadening expansion in business activity, monetary 
conditions were allowed to become somewhat firmer. 
But the central bank supported the expansion in 
money and credit through open market operations 
that enabled the banks to meet higher currency with- 
drawals while substantially enlarging their holdings 
of Government of Canada securities, increasing other 
forms of investments, and providing ready access 
to loans for all groups of borrowers. 

Under these conditions, there was a relatively 
Tapid rise in the money supply and in outstanding 
bank credit, and the average cash reserve ratio of 
the banks fell to not far above the statutory mini- 
mum. Moreover, the ratio of the banks’ most liquid 
noncash assets (Treasury bills and day-to-day loans) 
to deposit liabilities also declined after February, 
mainly as a result of a reduction in chartered bank 
holdings of Treasury bills. Still further, the pattern 
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of expansion of bank loans and investments showed 
large percentage gains in provincial, municipal, and 
corporate securities (including long-term loans to 
corporations) and in insured residential mortgages, 
and much smaller relative gains in many types of 
shorter-term credit. The banks’ loan and investment 
portfolios thus tended to move toward a longer aver- 
age maturity, with perhaps also a reduction in the 
proportion of assets in readily marketable form. 
From all of these considerations it is evident that 
the expansion in money and credit was accompanied 
by a very noticeable reduction in bank liquidity. 

On the whole, the expansion in bank credit through 
the second quarter was relatively well in balance 
with the over-all expansion in output and consump- 
tion. Moreover, there is no evidence to suggest that 
there was an excessive rate of increase in any par- 
ticular type of lending. But in the third quarter 
the pattern of further credit advance began to indi- 
cate the appearance of some elements of distortion 
with a particularly steep rise in personal cash loans 
and loans to construction companies. And the far 
more than seasonal rise in total bank loans began to 
elicit some concern that an excessive rate of over-all 
credit expansion might be getting under way. It is 
against the background of these considerations, as 
well as some further reduction in the liquidity of the 
banks’ asset portfolios, that monetary restraint in 
the latter part of the year must be viewed. 


IMPACT NOT OVER 


Although the Bank of Canada’s rediscount rate was 
put back to 2% early in August, it was not until 
tight conditions began to emerge in the money mar- 
ket toward the end of August that the first gleam 
of the amber light became apparent. The tighten- 
ing, which was effected primarily through the Bank’s 
open market policy, appears to have been intensified 
over the following three months, not only bringing 
unexpectedly sharp advances in money market rates, 
but also necessitating further increases in the redis- 
count rate—to 214% on October 13 and 234% on 
November 21. Sufficiently tight money market con- 
ditions were generated to force an extended recourse 
to Bank of Canada advances by the banking system 
(up to now a rare occurrence in Canada), as well as 
occasional use of the Bank’s credit facilities by the 
money-market security dealers. But it was not until 
the latter part of November that long-term interest 
rates, which had remained stable during most of the 
year, began to advance. It is understood that late 
in the year the Bank of Canada was exploring, in 
consultation with the chartered banks, additional or 
alternative measures that might be used to avert 
excessive credit expansion. 

While some questions might be raised regarding the 
timing and effectiveness of the Bank’s actions (which 
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we hope to examine more closely in a subsequent 
article) , it is clear that their full effects have not yet 
been felt. The character of the measures suggests 
that they have been broadly aimed at preventing 
an unduly rapid credit-financed expansion of mar- 
ket forces in relation to available supplies of goods 
and services, thereby encouraging a slower, but 
steadier and more extended economic advance. 


CONCLUSIONS 


Perhaps the single most important element in the 
failure to anticipate the strength and pace of eco- 
nomic expansion in Canada in 1955 was a pervasive 
belief, having its roots in the experience of the last 
twenty years, that rapid economic expansions must 
necessarily rest on one or a combination of potent 
special forces—such as war or defense expenditures, 
demand backlogs, or speculative scrambles for goods 
under rising prices. There was a failure to appreciate 
that even in the absence of such special forces there 
could be a dynamic forward thrust in consumer and 
investment spending, in which rising demand would 
bring rising employment and income, and further 
advances in spending. 

In retrospect, while it is clear that business pros- 
perity abroad made a major contribution to Canada’s 
prosperity in 1955, the expansion derived essential 
vigor from purely domestic factors—the harnessing 
of research and technology to the production of new 
and better products and to improvements in indus- 
trial efficiency, the development of more aggressive 
merchandising and better distribution methods, and 
the generation of confidence among consumers and 
businessmen which made them willing to enlarge 
spending with actual or prospective increases in 
income. 

The recovery developed, especially during its early 
stages, against a background of favorable conditions 
which were conducive both to a vigorous and to an 
orderly expansion. Among these conditions were: 
the ready availability of production factors; the exist- 
ence of under-utilized capacity in many industries; 
government policies to encourage economic recov- 
ery; and opportunities for greater production effi- 
ciencies with rising scales of production, as reflected 
in the pattern of cost-price-profit relationships. Al- 
though such conditions appear, on the whole, to have 
played essentially passive and permissive roles in the 
economic advance, there could hardly have been, in 
their absence, the kind of impressive upsurge that 
actually occurred. 

There has now been some slowing in the rate of 
increase in the physical volume of output, as produc- 
tion factors have become less readily available, and 
as various industries have begun to bump hard 
against production ceilings set by existing plant and 
equipment. Moreover, government policies—espe- 


cially monetary policy—are in process of swinging 
from assisting, to restraining, expansion. And with 
regard to cost-price-profits relationships, the year 
1956 might well see the development of intensified up- 
ward pressures on costs (perhaps with particularly 
strong pressures for wage increases, as well as a 
broader advance in the cost of materials) ; yet, at the 
same time, in moving forward from the present high 
levels of production, there could well be fewer oppor- 
tunities for further improvements in productive effi- 
ciency. Past experience has usually shown that the 
productivity gains achieved in the later stages of an 
economic expansion are not large in relation to those 
recorded in the earlier stages. 

But at the beginning of 1956, the Canadian econ- 
omy is still moving forward strongly. 


Arruur J. R. Smita 
Economist, Canadian Office 


BUSINESS FORECASTS 


(Continued from page 17) 


credit is tightening and interest rates have risen. These 
factors, however, are simply a reflection of current market 
strength. In present circumstances they are not likely to 
dampen expansion but they may, on the other hand, pro- 
vide a necessary means of regulating its pace . . . there is 
little to suggest that the present high rate of production 
is borrowing on future markets... . 


“Neither domestic or external economic prospects seem 
likely to halt the upward trend of capital spending which 
has been underway during 1955 . . . development in indus- 
tries dependent on Canada’s natural resources seems still 
to be gathering momentum and it is quite possible that this 
factor will spark still another year of unprecedented expan- 
sion. . . . Both new construction and machinery and 
equipment are likely to participate in the over-all increase. 


“In these circumstances it seems reasonable to conclude 
that Canada’s present expansion still has some way to go. 
The evidence at hand gives no indication of any general 
slackening and seems to point to the continuation for 
some time to come of all-out operations throughout at 
least the major portion of Canadian industry. Whether or 
not speculative excesses and other dislocating influences 
will enter the situation to cause an eventual reaction would 
seem to depend very largely on the future attitudes and 
decisions of individual consumers and businessmen. Never- 
theless, in its progress to date, the current economic up- 
swing seems solidly based. Given appropriate restraint on 
the part of all groups in the economic community, prospects 
for a relatively prolonged period of economic expansion 
appear bright indeed... .” 


Appliances 


Steel (December 19)—“Appliance sales will gain 10% in 
1956. It also will be a year of changes: (1) More indepen- 
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dents will join forces to introduce full lines; (2) Color will 
continue to make its mark; (3) Built-in appliance lines 
will commence to take a larger piece of the sales dollar. 

“1955 Results: The estimated total for this year shows 
that all major appliances will gain over last year’s ship- 
ments. When final results have been tabulated, many of 
the major appliances will have come close to or passed the 
record year of 1950. Hottest on the market in 1956 will 
be the automatic clothes dryer... .” 


Machine Tools 


Machine Tool Progress (December 22) —“Machine-tool 
sales for 1956 will probably exceed those for 1955, but un- 
like the American economy as a whole will not reach the 
totals of previous defense emergency periods. 


“The estimate is based upon the upward trend in new 
orders . . . plus the assumption of continuing sound busi- 
ness conditions within the United States under a peace- 
time economy... . : 

“New orders, stimulated by the machine-tool show, re- 
flect the advances in productivity demonstrated by the 
new models there on display, the realization of obsolescence, 
and the resultant inauguration of replacement programs. 
Many of the latter are still in the making, and will mate- 
rialize progressively in 1956 and years thereafter. . . .” 


Coal 


J. D. A. Morrow, president of the Joy Manufacturing 
Company (as reported in The New York Times, December 
23)—“The nation’s coal industry in 1970 will be 70% 
larger than it is today... . 


“Describing the coal mining industry as ‘one of the 
dynamic growth industries in America,’ Mr. Morrow pre- 
dicted that production would reach 580 million tons by 
1960 and 780 million tons by 1970. Production was 393 
million tons in 1954 and is expected to reach 460 million 
tons this year. 


“This projected growth in coal,’ Mr. Morrow declared, 
‘is based on rapidly growing requirements of the electric 
power industry, expansion in steel production, the shift 
by aluminum producers to coal as a primary source for 
power for future plants and the use of large tonnages of 
coal in connection with atomic energy production.’ 


“Tn an analysis of other major markets served by Joy, 
Mr. Morrow predicted that the volume of noncoal-mining 
industries would be 68% higher in 1970 than in 1950. He 
also forecast gains of 120% for the petroleum and natural 
gas industries and 150% for the construction industry. 
Continuing growth of the commercial aviation industry is 
expected to furnish additional outlets for Joy’s products, 
Mr. Morrow said.” 


Automotive 


E. J. Thomas, president of Goodyear Tire & Rubber Co. 
(as reported in Automotive News, December 12)—“A 
7-million car year is seen for 1956. . . . [Mr. Thomas] also 
predicted 1956 sales of 1.25 million trucks and 400,000 farm 
tractors, and an increase of 25% to 30% in the tire needs of 
earth-moving and other heavy moving equipment. . 


“Tf the industry in 1956 should reach the estimate of 
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approximately 8 million cars . . this year, it will be 
much easier and safer for us to step up our production to 
meet the demand than to drop back a million or more 
units should we follow the popular trend and plan for a 
larger production year.’ 


ity 


. . . Mr. Thomas sees the American economy expand- 
ing to new heights in the next ten years with bigger mar- 
kets developing overseas.” 


Construction 


Engineering News-Record (December 15)—‘“Business 
has been rolling at such a clip in the last few months that 
the momentum alone would be enough to carry the current 
boom well into 1956. And the few rough spots that may 
develop do not seem likely to keep 1956 from being an- 
other record year—for business generally and for con- 
struction. 

“A year ago even the most optimistic forecasters did 
not look for the surge of business that has run through 
1955. Gross national product—the sum of all goods and 
services produced and the most comprehensive measure of 
the economy’s performance—soared 9% in only twelve 
months. The nation’s output in the third quarter of 1954 
was at an annual rate of $358.8 billion; by the third quar- 
ter of 1955 it was $391.5 billion. The fourth quarter is 
running even higher. 

“The economy should be producing at a rate of over 
$400 billion through all of 1956, with the total of the year 
about $404 billion. New construction put in place will 
amount to $44 billion, according to government estimates, 
compared with $42 billion in 1955. . . .” 


Farm Income 


The Farm Income Situation (December 16) —‘Farmers’ 
realized net income was at an annual rate of approxi- 
mately $10.7 billion during the first three quarters of 1955. 
A slightly lower rate is anticipated in the fourth quarter, 
and realized net income for the year as a whole is expected 
to total around $10.6 billion, or 10% below the $11.8 billion 
realized in 1954. Realized gross farm income in 1955 is 
about 3% lower than in 1954, but production expenses are 
slightly higher. 

“The 1956 outlook is for some further decline in gross 
farm income, reflecting further acreage restrictions on some 
crops and slightly lower average prices for the year as a 
whole. Production expenses will remain high in 1956, 
although farmers may be able to reduce the total a little 
because of lower feed costs. Net income will probably 
show some decline in 1956... .” 


Meat 


The Journal of Commerce (December 15) —“Livestock 
slaughter and meat production are scheduled to continue 
very large in 1956. There will be a little more pork pro- 
duced than this year, and possibly a little less beef and 
lamb, but total red meat production is expected to hold 
close to the record high 26.9-billion-pound total indicated 
for this year. This huge output has depressed meat prices 
and has enabled consumers to step up their meat consump- 
tion this year to an estimated 161 pounds per capita, the 
highest in forty-seven years... .” 


Survey of Business Opinion 


1956—AND THE BOOM ROLLS ON 


PTIMISM on the outlook for business in the 
O first half of 1956 is the predominant note 

among the 124 manufacturing companies par- 
ticipating in the Board’s latest survey of business 
opinion. Typical of the assurance with which execu- 
tives face the new year are the remarks of one food 
manufacturer: 


“We look forward to 1956 and the years beyond with 
confidence. This is indicated by our definite plan to in- 
crease productive capacity and our construction of expanded 
research facilities. We expect our sales, profits, and pay- 
rolls to increase; 1956 will be another year of growth for us.” 


And a producer of general industrial machinery 
who anticipates that his company’s production in the 
first half of 1956 will be “about 10% greater” than in 
the first half of 1955 backs up his optimism with this 
proof: 


“Our manufacturing schedules are now fairly well set 
through the first quarter of 1956, and even beyond that. 
No doubt this same situation prevails throughout the 
capital goods industry.” 


The one salient fact revealed by this survey is that 
anticipated prosperity goes across-the-board. In all 
twenty industry groups covered, the majority of 
the companies expect to equal or exceed their 1955 
performance on new orders, billings, production and 
profits before taxes. One machine-tool builder offers 
this “straw in the wind”: 


“We have found that the capital goods industry, par- 
ticularly machine tools, serves as a fairly accurate barome- 
ter of business conditions, and if our estimates are accurate, 
business conditions in general should be good throughout 
1956.” 


The only generally voiced complaints regarding 
current business conditions are that “increases in 
labor costs and raw materials prices have not been 
compensated for in selling prices” and that “it is ex- 
tremely difficult to get materials to permit us to op- 
erate.” Shortages of steel are mentioned specifically, 
and one metals manufacturer stipulates: 


“Unless the availability of materials improves, we'do not 
expect to be able to operate at full capacity.” 


BUMPING AGAINST CAPACITY 


Three fourths of reporting companies anticipate 
new orders in the coming half year will exceed those 
of a year earlier. Only one in twenty expect new 
orders in the first half of 1956 to lag behind those in 


the first half of 1955, while one fifth expect no change 
in their new orders rate. Almost half of the companies 
predict new orders will trend still higher than the 
generally high levels prevailing in second-half 1955, in 
the next six months; four out of ten expect that new 
orders will come in at about the same rate, and the 
remainder believe new orders are due to decline. 

A number of companies find they are “at plant 
capacity,” while one producer of specialized industrial 
machinery notes: “The volume of incoming orders 
has ceased to have any real significance since the 
great majority of our products are now being shipped 
to dealers on an allocation basis.” 

In a sizable number of instances at least part of 
the indicated increase in new orders booked will re- 
sult from “higher prices for our products in the first 
half of 1956, which are due to rising raw material 
and manufacturing costs.” 

Dollar billings in the first half of 1956 are also ex- 
pected to benefit from both greater volume and 
higher prices. Seven out of every eight reporting 
companies estimate their dollar billings in the next 
six months will show improvement over those in the 
first half of 1955, less than one out of twenty predict 
a lower level of billings will prevail and fewer than 
one in ten companies expect dollar billings in the two 
periods will be comparable. 

Furthermore, almost two thirds of cooperating pro- 
ducers predict billings in the first half of 1956 will 
also exceed those in the latter half of 1955, as com- 
pared to the one in ten expecting billings to move 
lower. The remainder forecast no change. 

Generally speaking, the anticipated margin of im- 
provement in first-half 1956 billings is larger when 
comparison is made with the first half of last year. 
This is explained by the fact that for many companies 
activity in the second half of 1955 was greater than 
in the first part of the year. 

But one petroleum producer gives this explanation: 


“The larger increase indicated from the first half of 1955 
represents a combination of increased volume and some- 
what higher prices, whereas the lesser increase shown for 
the first half of 1956 versus the second half of 1955 is 
practically all due to greater physical volume.” 


SHORTAGES AGAIN 


If the companies participating in this survey are 
correct on their estimates for the coming half year, 
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high production levels are in the offing. Seven out of 
eight companies plan to boost their dollar value of 
production in the first half of 1956 over that in the 
first half of 1955, whereas less than one in twenty 
foretell of declines, and the remainder expect no 
change to take place. 


Production in the coming six months will also ex- 
ceed the second-half 1955 rate, according to six tenths 


of all reporting companies. It is expected to trend 
lower at one tenth of the firms and remain steady at 
another three tenths. 

However, raw material shortages, particularly in 
metals, are mentioned by several companies as a 
possible factor limiting production in the next six 
months. One producer of heating and plumbing sup- 
plies points out: 


“The difficulty in getting carbon steel is our principal 
worry at this time. For some carbon steel we have to 
depend upon warehouse rather than mill shipment in order 
to keep up production, and this, of course, is expensive.” 


But at least one executive (in nonferrous metals) 
reports: 


“Our production rate in the first half of 1956 is expected 
to be slightly higher than the increase in new orders and 
billings over 1955, due to our policy of increasing finished 
stocks at distribution points.” 


OVERTIME AGAIN 


With production pointing higher in the months 
ahead, many producers are finding it necessary to 
hire additional workers and/or lengthen the work- 
week, often by working “more overtime.” However, 
some companies find themselves in a the position of a 
steel producer who states: “Our workweek is pres- 
ently at maximum. It, as well as total employment, 
cannot increase further.” 

Almost half of all companies reporting expect to 
increase their employment in the coming six months, 
whereas a like percentage plan no change in their 
current labor force size. Less than one tenth indicate 
any reduction at all in employment. In most cases 
such reductions are described as “slight” or due to 
“seasonal” influences. 

Fewer companies plan to lengthen their workweek 
than expect to enlarge their work force. Only one 
fourth plan to increase their workweek in the first 
half of 1956, while one in twenty will work fewer 
hours. The large majority (almost three fourths) 
expect to continue operating at the present level. Two 
reasons for this are cited by cooperators: some com- 
panies are already “currently operating seven days a 
week, around the clock”; others can lengthen the 
workweek only by paying “for disproportionate 
amounts of overtime work” at the expense of profits. 

However, one steel producer reports a “tighten- 
ing labor market” necessitates that “our average 
workweek increase.” 
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Some companies pin their hopes on increased pro- 
ductivity to keep labor costs down. One nonferrous 
metals producer feels “our employment ought not in- 
crease in proportion to the increase in the volume of 
production we expect because some departments 
which are fully manned are not yet producing up to 
their potential standards.” And it is the expectation 
of an automotive equipment executive that “overtime 
will diminish as the new help becomes more skilled.” 
And an executive in the paper field says: 


“Our rate of production should be up¥byFabout 10%. 
Our total employment and average workweek should be 
about the same as this year—no increase necessary to 
accomplish the above increase in production.” 


SALES OUTPACE INVENTORIES 


Half of all participating companies have increased 
their dollar investment in inventories during the 
past twelve months, more than double the number 
having reduced inventories in this time. The remain- 
ing one fourth report the level of inventories has re- 
mained stationary. 

In most cases, much of the increase that has taken 
place in inventories is the result of conscious man- 
agement policy “to provide customers with better 
deliveries,” “to provide better balanced stocks,” “in 
anticipation of certain increases in prices,’ and so 
on. On the other hand, some metal products com- 
panies with lowered inventories report they “have 
been brought down by involuntary liquidation” due 
to a combination of high demand and short supplies 
of raw materials. 

That inventories have not kept pace with sales 
trends is shown by the fact that less than two out of 
every ten companies indicate inventories as a per 
cent of sales are higher than a year ago, whereas 
more than half report the ratio of inventories to sales 
has declined in the past year. Another three out of 
ten companies show inventories as a per cent of sales 
as unchanged from a year ago. 

More than one third of the cooperating companies 
predict inventories will trend higher while less than 
one fifth forecast a declining trend over the next six 
months. On the other hand, almost half expect their 
dollar inventories will remain stable. 

A number of companies point out that inventories 
in the first half of 1956 will be higher “due in part to 
expected higher physical quantity and in part to an 
expectation of higher prices.” Furthermore, several 
producers make the proviso that “dollar inventories 
should increase if we are able to procure materials.” 
But one general machinery executive reflects the 
views of a number of other producers when he states: 


“We expect to get our inventories up to the required 
level to support 1956 activity by January 1, and from then 
on they should not increase further.” 
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With business booming, many companies are find- 
ing it necessary to increase their spending on capital 
projects designed to expand and improve production 
facilities. As one steel producer describes his situ- 
ation: 


“In 1954 our company operated very close to capacity. 
In 1955 we have operated at a rate slightly in excess of our 
capacity and, as far as we can tell, our operations should 
be sustained at about this level during the first half of 
1956. We expect our rate of capital expenditures to in- 
crease sharply during 1956 due to our embarking upon a 
sizable expansion program.” 


On the other hand, for several companies “the year 
1955 was a period of heavy expenditures for plant 
improvement.” As these projects were largely com- 
pleted in 1955, capital expenditures by such producers 
“should decrease considerably” in 1956. Neverthe- 
less, those companies intending to exceed their 1955 
rate of capital spending during the first half of 1956 
outnumber by almost four to one those companies 
whose capital expenditures are scheduled to be re- 
duced. And about one fourth of all reporting com- 
panies expect to maintain their rate of capital expen- 
ditures at the 1955 pace. 


PLENTIFUL PROFITS 


Nearly seven out of every ten cooperating compa- 
nies anticipate their profits before taxes in the first 
half of 1956 will be greater than in the first half of 
1955, and another one out of four expect to equal 


their year-ago performance. Only one in fourteen 
believe profits before taxes in the ensuing half year 
will fall short of the first-half 1955 level. 

The most common reason given for higher profits 
is “anticipated higher shipments.” But some com- 
panies are quick to point out that while “profit dol- 
lars will be higher, the profit rate will not.” 

Among the factors cited as moderating influences 
on profits are: “increased labor and material costs,” 
“the need for overtime work,” and “no increase in 
selling prices in the face of rising costs.” 

While one producer foresees “slightly lower profits 
due to a reduction in sales volume,” another com- 
pany expects decreased profits, “not because of de- 
creased sales, but because of added operating costs in 
the nature of depreciation, etc., which will occur be- 
cause of the addition of a new manufacturing unit.” 
And one machine-tool builder admits that, although 
his profits before taxes in the first six months of this 
year will be lower, “profits should remain adequate 
since 1955 profits were exceptionally good.” 

Taking a longer look ahead, one producer of spe- 
cialized industrial machinery ends optimistically: 


“We feel confident our company could book and bill in 
1956 and first-half 1957 double the average volume of 
business done per year over the past five years, providing 
there is enough manpower, raw steel and allied products.” 


Sotomon ETHE 
G. Cuark THompson 
Division of Business Practices 


The Count Industry by Industry 


METAL INDUSTRIES 
Automobiles and Equipment 


The six automobile and automotive equipment 
producers look forward to generally good levels of 
business in the next six months. All five companies 
reporting on their new orders outlook for the first 
half of 1956 expect to register increases over the first 
half of 1955: “in the neighborhood of 25% or more,” 
“10% greater” (two companies), “up about 7%,” 
and “new orders will continue to increase sufficiently 
in 1956 to surpass both the first and second halves 
of 1955.” These companies further compare the out- 
look for new orders in the first six months of 1956 
with second-half 1955 levels as follows: “up more 
than 25%,” “an increase of 5%,” “about the same” 
as in the second half of 1955, while one producer 
predicts a decline of “about 6%.” 

All six producers expect their first-half 1955 dollar 
billings to be higher than a year ago: by “25%,” 
“10%” (two companies), “about 6%,” and “less 


than 5%.” One producer does not specify a given 
percentage increase. Compared to the second half 
of 1955, four companies anticipate their dollar bill- 
ings in the first half of 1956 will rise: “higher,” “higher 
by more than 25%,” and “up 5%” in two others. A 
fifth company expects to see little change between 
the two periods, and the sixth believes billings will 
be “down about 2%.” 

The outlook for production is somewhat similar, 
with five out of the six cooperating companies expect- 
ing the dollar value of production in the first six 
months of 1956 to exceed the comparable period in 
1955, although only “slightly” in two instances, 
whereas one producer expects production will be 
“about the same.” Three of the six automotive firms 
report that their production is expected to rise above 
the second-half 1955 rate, one company expects a de- 
cline of “2%,” and two others foresee little change. 

Because of the generally favorable outlook for pro- 
duction in the next half year, four companies are 
planning to increase their work forces. The two 
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other companies expect to maintain their employ- 
ment at current levels. One company is planning an 
increase in the average workweek in the first half 
of 1956, one company expects the workweek will de- 
cline “as the new help becomes more skilled” and 
four companies plan no changes. 

All six producers report a build-up in inventories 
over a year ago, with some of the increases mentioned 
being “38%,” “27%,” “7%” and “6%.” “Our dollar 
inventories are somewhat higher than those of a year 
ago, but simply in proportion to take care of the in- 
creased volume of business” is the typical comment 
of one cooperator. Thus, as a per cent of sales, cur- 
rent inventories exceed those of a year ago at only 
two companies by “40%,” and “5%”; three others 
report their inventory-sales ratio as about the same, 
while one company’s ratio is reported as 14% lower. 
Two companies plan to increase their dollar inven- 
tories in the coming half year, by “5%” in one case, 
while one producer expects “dollar inventories will 
trend down during the first half of 1956,” and two 
others expect “no material change” to occur. 

Three automotive producers report that their capi- 
tal expenditures in the first half of 1956 will exceed 
the 1955 average, while two others expect they “will 
probably decrease.” 

The profits outlook for the next six months com- 
pares favorably with year-ago results. Three com- 
panies expect the first-half 1956 profits before taxes 
to be “better,” to “increase in proportion to the 
increased volume of our business,” and “increase 
by about 30% over the same period of 1955.” Three 
others expect to equal their first half of 1955 earnings. 


Foundries 


The foundry operators participating in this survey 
are, aS a group, optimistic regarding their business 
prospects in 1956. Four out of the five companies 
reporting predict new orders in the first half of 1956 
will be higher than in the corresponding months of 
1955: by “20%” (two companies), “about 11%,” 
and “5%.” One producer, on the other hand, sees 
new orders as “less by approximately 10%.” Com- 
pared to the second half of 1955, one company expects 
new orders to be “5%” higher in the first half of 
1956, one company predicts a 10% decline and the 
other three expect about the same volume. 

All four of the foundry firms reporting on their 
dollar billings outlook expect the level in the first 
half of 1956 to exceed that in the first half of 1955 
by “20%-25%,” “20%,” “11%” and “5%.” In at 
least one case, part of the increase will be due to 
higher selling prices reflecting “higher costs of labor, 
materials and supplies.” First half of 1956 dollar 
billings will also be greater than in the second half of 
1955 according to three companies; they estimate in- 
creases in the magnitude of “20%” and “5%” (two 
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companies). A fourth cooperator expects his billings 
in the next half year will be equal to those in the 
latter half of 1955. 

The dollar value of production in the coming six 
months is forecast as higher than that for the first 
half of 1955 (by “20%-25%,” “18%,” “11%” and 
“between 5% and 10%”) in four companies, while 
a fifth producer predicts a “10%” decline. Compared 
to production in the second half of 1955, three co- 
operators expect increases ranging from “5%” to 
“18%,” one expects a “10% drop,” and one foresees 
little change. 

Three out of four companies reporting on their 
plans for employment in the first half of the year in- 
dicate that their labor forces will remain “stable” 
while one company expects a “pick-up in employment 
of about 10%.” None of the four plan any changes 
in the length of the workweek. 

At two foundries the dollar value of inventories is 
up (43% and 9%) from year-ago levels. On the 
other hand, one cooperator indicates current inven- 
tories are “approximately 5% lower” than a year 
ago and two others indicate their inventory levels 
have changed very little. One company reports its 
inventories as a per cent of sales are down 55% 
over a year ago. 

Inventories are not expected to change very much 
from current levels—one company states that they 
may be “perhaps slightly higher” while the other 
four producers expect “dollar inventories to remain 
stable over the first six months of 1956.” 

Four out of the five cooperating companies report 
their rate of capital spending in the next half year 
will be maintained at the 1955 rate, but one foundry 
operator indicates: 


“Capital expenditures should decrease considerably dur- 
ing the first half of 1956, compared with the average rate 
for 1955, because the earlier year was a period of heavy 
expenditures for plant improvement which will be com- 
pleted by the end of 1955.” 

All four companies reporting on their anticipated 
earnings in the next half year expect to outstrip their 
first-half 1955 performance. One company sees 
“profits before taxes to be three to five times better 
than in the corresponding period of 1955.” The other 
companies make mention of “slight,” “10%” and 
“Q5%,” increases in their profits. 


Hardware 


Three hardware producers expect their new orders, 
dollar billings, and production in the first half of 
1956 all will show improvement over both the first 
and second halves of 1955—ranging from “a little 
better” to “plus 14%.” In view of this, employment 
will be “up slightly” in the next six months for all 
these companies although “the average workweek 
should remain about the same.” 
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At two companies current dollar inventories are 
unchanged from a year ago, but one producer indi- 
cates his inventories are “about 11%” lower. As a 
per cent of sales, two hardware manufacturers report 
inventories are off “10%” and “20%” from a year 
before. Two companies plan to add to their inven- 
tories in the coming half year, in one case “in order 
to enable us to provide better service,” and one co- 
operator expects to maintain his inventories at about 
their present level. 

Two of the three hardware firms expect capital 
expenditures will increase in the first half of 1956 
above the 1955 rate, and one expects they will de- 
crease “slightly.” The two companies reporting on 
profits forecast increases in earnings before taxes of 
“10%” and “30%” in the first half of 1956, compared 
to the first half of 1955. 


Heating and Plumbing 


Conditions in the heating and plumbing industry 
are generally satisfactory, according to the comments 
of five producers in this field. Three of these antici- 
pate new orders in the next six months will be better 
than in the first half of 1955 (by “25%,” “10%,” and 
“7%,”) and the other two expect to equal their year- 
ago volumes. One producer sees new orders in the 
first half of 1956 as about the same as the second-half 
1955 level, but two others expect declines, in one 
case by “one third” due to the seasonal nature of our 
business.” 

Dollar billings in the first half of 1956 are expected 
to be higher than in the like period in 1955 by three 
heating and plumbing equipment producers. In- 
creases of “7%” and “10%” are expected in two 
instances. A fourth company expects no change. The 
two companies comparing prospective billings for the 
next six months with the preceding half year both 
expect a lower level to prevail. 

Four out of the five cooperating companies antici- 
pate that their dollar values of production in the 
coming six months will show increases ranging from 
“7%” to “25%” over year-ago levels. The other pro- 
ducer expects to equal his first-half 1955 production. 
Of three companies comparing production levels in 
first-half 1956 with those of second-half 1955, one 
expects equal levels in both periods, while two ex- 
pect declines, due in one case to seasonal influences. 

Two producers intend to increase the size of their 
work forces during the first half of 1956 and three 
others plan no changes at all; only one out of four 
reporting companies expects to increase the length 
of the workweek in the first half of 1956. The other 
three producers plan to continue the average number 
of hours worked per week at the present level. 

Inventories have grown in size during the past 
year at three companies, one increase mentioned being 
“18%.” One producer’s current dollar inventories are 


less than a year ago. Of three companies reporting, 
one shows current inventories as a per cent of sales. 
to be “slightly higher” than a year ago, while two 
have “lower” inventory-sales ratios than last year. 
Three cooperators forecast inventory increases in the 
next six months, a fourth company expects to reduce 
inventories and a fifth plans to maintain the present 
inventory level. 

All five producers of heating and plumbing equip- 
ment intend to increase their rates of capital spend- 
ing in the coming half year, one executive specifying 
an increase of “perhaps 20% over that of 1955.” 

Profits before taxes in the first half of 1956 will 
not keep pace with the gains anticipated in billings, 
“due to the fact that costs are rising.” Thus three 
companies expect profits before taxes to be about 
the same as in the first half of 1955 and two others 
expect “a somewhat higher dollar profit” in the first 
half of 1956. 


Industrial Machinery—General 


Three out of the four manufacturers of general 
industrial machinery reporting expect to book more 
new orders in the first half of 1956 than a year ago, 
with increases of “30%,” “8%” and “5%” being 
mentioned. One producer anticipates no change. 
Lesser gains are seen when these estimated new orders 
are compared to the second-half 1955 levels. Two 
companies predict gains of “12%” and “2%,” one 
company foresees a decline of “5%” and one com- 
pany expects orders in the first half of the year to 
come in at the same rate as in the preceding six 
months. 

The outlook is more encouraging for both dollar 
billings and production. Increases of “32%,” “30%” 
“16%” and “10%” are indicated when comparing 
expected first half of 1956 volumes with those in 
the first half of 1955. Three companies anticipate 
increases of “30%,” “16%” and “4%” in billings and 
production when compared to the second half of 
1955. A fourth company expects these rates to run 
about the same in the next six months as in the latter 
half of 1955. 

Employment will rise at three companies in the 
coming six months, whereas one company expects to 
“continue at the same rate of employment as in the 
last six months of 1955.”” One company expects “the 
workweek to increase due to more Saturday over- 
time.” However, another producer reports “our 
workweek is already at practical maximum and will 
remain the same,” and a third company also expects 
the current workweek to prevail in the first half of 
1956. 

Three out of four cooperators report substantial 
increases in their dollar inventories in the past twelve 
months, with rises of “20%,” “29%” and “30%” be- 
ing quoted, but one company’s current inventory is 
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10% below last year’s figure. Two companies report 
inventories as a per cent of sales are higher than a 
year ago, by “12%” in one instance, and two others 
report “lower” and “7% lower” inventory-sales ratios. 
With the exception of one producer who estimates, 
“dollar inventories will rise approximately 10%” in 
the next half year, inventories “have reached a level- 
ing off point” at all reporting companies. 

Two firms contemplate higher capital expenditures 
within the next six months, in one case “three and 
one-half times that for 1955,” while the other two 
expect decreases. One of these cooperators describes 
his situation: 


“Our present program of capital expenditures should be 
completed this year, and there will be only minor items in 
1956, as far as we now see.” 


All four companies expect their profits before 
taxes in the first half of 1956 to be greater than in 
the corresponding period in 1955. However, one 
company comments about “the pressure of prices” 
on profits, and another says that “the need for a 
disproportionate amount of overtime makes it very 
difficult to estimate the exact margin of profit.” 


Industrial Machinery—Specialized 


Confidence is reflected in the replies of six producers 
of specialized industrial machinery on their outlook 
for the six months ahead. Four out of five compa- 
nies estimating the level of new orders in the first 
half of 1956 expect to exceed their first-half 1955 
figures, with increases of “15%” and “6% to 8%” be- 
ing quoted. A fifth company expects new orders to 
“continue in line with 1955.” And the sixth firm re- 
ports: 


“Since the great majority of our products are now being 
shipped to dealers on an allocation basis, the volume of 
incoming orders has ceased to have any real significance.” 


Three out of four cooperators foresee new orders 
in the first half of 1956 running at about the same 
rate as in the latter half of 1955, while one firm ex- 
pects them to be “slightly lower.” 

Four out of five producers anticipate dollar bill- 
ings in the next six months will be in excess of those 
in the corresponding period in 1955. Three of this 
group specify increases of the following magnitude: 
“20% to 25% higher,” “20% higher,” and “6% to 
8% ahead.” The fifth company foresees no change. 
Three companies predict increases in the level of bill- 
ings from the second half of 1955 to the first half of 
1956. Rises of “20% to 25%,” and “13%” are expected 
in two cases. Two others expect billings in the next 
six months will be “comparable” with the second 
half of 1955. 

Increases in the dollar value of production ranging 
from “a few per cent” to “23% higher” than in the 
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first half of 1955, are anticipated at four out of six 
specialized industrial machinery firms. The other 
two firms foresee no change in their production rates. 
Four out of five firms expect to boost their output 
over second-half 1955 levels by “2%,” “a few per 
cent,” “5%-10%” and “13%” in the next six months, 
whereas one company states that “production should 
continue at the same level.” 

Four out of five companies plan to add to their 
present work forces during the next six months, al- 
though in three instances such additions are de- 
scribed as “slight.” A fifth company plans no changes 
in its employment during this period. Of four com- 
panies reporting on the expected length of the work- 
week in the first six months of 1956, three expect 
“slight increases,” with one expecting “more over- 
time”; the fourth producer does not anticipate any 
change in the average workweek. 

One out of five cooperators reports “current dollar 
inventories are approximately one third higher than 
a year ago.” However, the other four indicate no 
change has taken place. Two producers indicate that 
current inventories as a per cent of sales are higher 
than a year ago, while one company reports the 
ratio to be slightly lower, and a fourth says it is 
“about the same.” Four producers expect to main- 
tain their inventories at about the current levels in 
the next six months, while one cooperator writes: “I 
believe inventories will be lower due to the working 
off of steel inventories and the inability to replace 
them.” 

Capital expenditures in the first half of 1956 will 
be at a higher rate than in 1955 in two companies. 
Two other companies are planning reductions in the 
rate of capital spending, and one company expects 
to maintain its 1955 levels. 

Three out of five companies reporting on earnings 
predict profits before taxes in the first half of 1956 
will be larger than in the same period of 1955, while 
the other two expect to equal their year-ago profits 
performance. 


Instruments and Controls 


Four instruments and controls manufacturers look 
forward to good business in the coming half year. 
New orders in the first half of 1956 are estimated to 
be “higher,” “increase 10%,” “gain from 5% to per- 
haps 10%,” and “to be about 4% higher” than those 
for the corresponding months of 1955. One company 
also expects orders to show a “seasonal rise of as 
much as 20%” over the second-half 1955 rate, while 
the other three producers believe first-half 1956 new 
orders will be “about the same” as for the second half 
of 1955. 


Higher levels of dollar billings in the first half of 
1956 are also expected to prevail, with increases of 
“12%,” “10%” (two companies) and “5% to 10%,” 
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over the first half of 1955 being anticipated. One com- 
pany estimates its first-half 1956 billings will about 
equal the second-half 1955 rate, but all others expect 
these billings to exceed those of the preceding six 
months. 

Three out of the four cooperators anticipate that 
the dollar values of their production in the first half 
of 1956 will be better than in the first six months of 
1955. One producer foresees a decline from year-ago 
levels. But in all four companies first-half 1956 pro- 
duction is forecast to exceed second-half 1955 levels. 
Rises of “20%,” “15%” and “10%” are mentioned. 

Employment in the next six months will increase 
“significantly,” by “3%” and “slightly” at three in- 
struments and controls producers, and remain “con- 
stant” at a fourth company. Two of the four firms 
plan to work longer hours during this period, but 
the other two expect the average workweek will re- 
main the same. 

Current inventories are “25% higher,” and “only 
very slightly ahead” of those of a year ago at two 
companies, and “down 4%” and “less than” last 
year’s levels at another two firms. As a per cent of 
sales, inventories are “15%” higher than a year ago 
in the case of one producer and “significantly lower” 
and “down about 6%” at another two companies. 
Three respondents plan to increase their inventories 
in the next half year—“considerably,” “slightly” and 
“by 5% » 

Three of the four companies will make capital ex- 
penditures in the first half of the year at a faster rate 
than in 1955, and one plans “no change.” Profits be- 
fore taxes in the first six months of 1956 will be 
“higher,” “up possibly 5%,” and “15% increased” 
over the first half of 1955 for three companies and 
“approximately the same” at the fourth. 


Machine Tools 


Optimism regarding prospects for business in the 
six months immediately ahead is apparent in the re- 
plies of six machine-tool builders. One cooperator 
remarks: 


“We have found that the capital goods industry, par- 
ticularly machine tools, serves as a fairly accurate barome- 
ter of business conditions, and therefore, if our estimates 
are accurate, business conditions in general should be good 
throughout 1956.” 


All five companies reporting on their new orders 
outlook for the first half of 1956 expect them to 
show increases over the comparable 1955 months. 
In two cases gains of 20% are anticipated. First- 
half 1956 new orders will be about the same as in 
the second half of 1955 for four producers, while a 
fifth company expects a decline of “30%.” 

Dollar billings in the next half year will be “up 
about 90%,” “60% higher,” “25% ahead” and 


“higher” than in the corresponding period in 1955, 
according to four producers and “on a par” at a fifth 
company. Lesser gains are anticipated over the sec- 
ond-half 1955 level of billings by four companies, as 
increases of “25%” and “12%” in the next six months 
are mentioned. And one machine-tool builder fore- 
casts a “drop of 8%.” 

The four companies commenting on anticipated 
rates of production in the first half of 1956 as com- 
pared to the first half of 1955 make these estimates: 
“the rate of production will be somewhat higher,” 
“production will run 20% ahead of 1955,” “up 25%,” 
and “up 50%.” Increases over the second half of 
1955 levels are also expected by three of these com- 
panies, whereas one company predicts “production 
will hold about the same.” 

The size of the labor force employed by four 
machine-tool builders will remain “unchanged” in 
the first half of 1956. One cooperator points out: 
“employment increases will be completed by the end 
of 1955.” A fifth producer reporting on this point 
writes “employment is expected to increase.” No 
changes in the present length of the workweek are 
anticipated in the coming half year, according to four 
respondents. 

The position on current dollar inventories as com- 
pared to a year ago is as follows: “up about 40%,” 
“5% up,’ “higher,” “slightly reduced” and “down 
10% from a year ago.” Two companies supply in- 
formation on current inventories as a per cent of 
sales; one reports the ratio is currently “down about 
20%” from a year ago and the other states it is 
about the same as last year’s. Two companies plan 
to add to their inventories in the coming six months 
and one firm’s “present plans call for a reduction of 
about 25%.” 

Three other producers expect no changes to occur. 
According to one of these latter companies: 


“We have been watching inventories very closely. How- 
ever, we are of the opinion that we have about reached the 
point where we cannot further reduce inventories and still 
give our customers good service.” 


Two of five companies report their capital spend- 
ing for the first half of 1956 will proceed at a faster 
rate than in 1955, while the other three concerns 
feel that the same rate as in 1955 will prevail. 

Five of the six machine-tool firms predict profits 
before taxes in the first half of 1956 will be better 
than in the same period in 1955. In one instance a 
substantial loss will be replaced by a profit. 

Another firm expects a “30%” increase in profits, 
but a third company states “any improvement will 
be slight.” 


However, an executive of the sixth company 
notes: 


“We are anticipating some drop in profits due to increases 
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in labor and material costs. Profits should remain adequate, 
however, since 1955 profits were exceptionally good.” 


Nonferrous Metals 


Two of four cooperating nonferrous metals firms 
anticipate new orders during the next half year will 
be “10%-20% higher” and “10% above” the first six 
months of 1955. The other two foresee little change 
from year-ago levels. New orders in the first half 
of 1956 will also be “15%-25%” and “5%” better 
than in the second half of 1955 for two companies, and 
about the same at a third. The fourth writes: 


“Orders for the second half of 1955 were inflated as a 
result of flood damage to our competitors and hence our 
new orders for the second half of 1956 will suffer by com- 
parison with the second half of 1955.” 


Three of the four producers predict the values of 
their dollar billings in the first half of 1956 will exceed 
those in the first half of 1955 “partly as a reflection 
of higher copper prices.” A fourth company expects 
billings in the first halves of 1955 and 1956 to be “the 
same.” Billings in the coming six months will be 
“roughly 10% above” and “25% to 35%” better 
than in the latter half of 1955 at two companies, and 
about the same at two others. 

Production in the first half of 1956 will be higher 
than in the first half of 1955 at three companies. In 
fact one producer states “our production rate in the 
first half of 1956 is expected to be slightly higher 
than the increase in new orders and billings over 
1955, due to our policy of increasing finished stocks 
at distribution points.” The fourth company expects 
“about the same” rate of production to prevail. Of 
the three companies commenting on first-half 1956 
production relative to that in the latter half of 1955, 
one company foresees an increase, a second expects a 
lower rate and a third, no change. 

One company expects its level of employment in 
the first half of 1956 to “increase slightly,” a second 
feels employment will trend downward and two 
others see little change. The average workweek will 
be increased slightly by one producer during the next 
six months, a reduction in hours is in the offing at 
a second company and a third company expects to 
maintain the current length of the workweek. 

Inventories are now down by “17.4%,” “10%” and 
“6%” from year-ago levels at three companies, while 
the fourth firm reports that “dollar inventories are 
higher than a year ago reflecting increased physical 
quantities required to operate at today’s higher vol- 

ume of production.” All three companies report 
inventories as a per cent of sales are lower than last 
year’s levels. Two companies expect to increase 

their inventories by “5%” in the next six months, 
while one firm expects them to remain level. One 
producer writes: 
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“Our opinion on the trend for inventories in the first 
half of 1956 hinges upon whether or not we guess right on 
the price of copper. We think the price of copper is going 
to come down during the first half of 1956, perhaps to the 
vicinity of 36 cents, from the present range of 43 cents to 
50 cents a pound. If that happens our inventory value will 
go down proportionately even though our pound volume 
will be up.” 


Two of the four companies expect capital expendi- 
tures in the first half of 1956 to “substantially in- 
crease” over 1955 rates. In one instance such spend- 
ing will be at “nearly four times the average rate 
for 1955.” But one company expects to decrease its 
spending and another does not anticipate “signifi- 
cant changes between now and mid-1956.” 

Two firms do not expect their earnings before 
taxes in the first half of 1956 to change from the 
levels of first-half 1955. However, two others fore- 
cast increases in earnings: “10% higher” and “up at 
least 30%.” 


Office Equipment 


The three reporting office equipment manufac- 
turers expect that new orders in the first half of 
1956 will be “higher,” “up 3% to 5%,” and “8% to 
10% in excess” of the corresponding months in 1955, 
and “higher,” “10% increased” and “approximately 
the same” as in the second half of 1955. 

Dollar billings in the first half of 1956 will like- 
wise exceed the levels of first-half 1955 at these 
three companies, with specific increases of “7%” and 
“8% to 10%” being mentioned. Compared to the 
second half of 1955, the rate of dollar billings in the 
next six months will be “higher” at one company, 
“5% decreased” at a second company and “un- 
changed” at a third. 

It is estimated by these companies that the dollar 
value of production in the first half of 1956 will be 
“higher,” “8% to 10% in excess” and “20% increas- 
ed” when compared to the first-half 1955 level. Two 
of these producers also expect to show increases over 
the level of production of second-half 1955 during 
the next six months, while the third company indi- 
cates “the two periods will correspond approximately.” 

Two companies plan to increase their employment 
during the next six months, in one case “by 5%,” and 
the third company expects “no significant change.” 
The two companies reporting on the anticipated 
hours worked per week foresee no change in the 
coming half year. 

Inventories are “approximately the same” as a year 
ago at two companies and “3%-4% decreased” at 
the third firm. All three producers report current 
inventories as a per cent of sales to be lower than 
a year ago, in one case by as much as “10%.” While 
one firm expects “inventories to increase slightly in 
1956,” two others foresee little change. 
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Capital expenditures in the first half of 1956 will 
be on the rise at these three firms, with one producer 
scheduling a “20% to 25% increase” over the 1955 
average rate. 

One office equipment manufacturer writes, “profit- 
wise we expect to certainly do as well in 1956 as in 
1955” and another reports “profits should be higher.” 
The third did not report on the profit outlook. 


Railroad Equipment 


Five railroad equipment manufacturers report fa- 
vorable outlooks for the first half of 1956. For four 
of these firms, new orders in the next six months are 
estimated to be “considerably more,” “up 20%,” 
“exceed by approximately 17%,” and “10% greater” 
than in the first half of 1955. The remaining company 
anticipates “about the same level” to prevail as the 
year before. However, compared to the second half 
of 1955, new orders will be “about even” at three 
companies, “increased,” at a fourth firm and “off 
about 80% as compared to the second half of 1955, 
which was a period of extremely high activity in so far 
as new orders are concerned,” at a fifth firm. 

All five producers expect both dollar billings and 
production will be higher in the first half of 1956 
than in the corresponding period of 1955; four of 
these specify an increase of “20%” and one company 
expects “a marked improvement” to take place. First- 
half 1956 billings, as well as the dollar value of pro- 
duction, will be about the same as in the second half 
of 1955 for three firms and higher at two others. In 
one case the increases are expected to be about “5%.” 

Four of the five companies plan to hire additional 
help in the coming six months, although three point 
out such increases in employment will be “slight.” 
The fifth producer expects “total employment to re- 
main at the current level.” The average workweek 
will be lengthened at two firms, while another two 
plan no changes in this regard. 

Three cooperating railroad equipment manufac- 
turers report their inventories are greater now than 
a year ago, by “40%,” “10%” and “5%.” One com- 
pany points to an “11.5%” reduction in inventories 
and another firm finds “current dollar inventories 
are approximately the same as those of a year ago.” 
One company indicates that inventories as a per 
cent of sales are more now than a year ago “by some 
15%.” The other four companies report inventory- 
sales ratios which are “slightly lower,” “lower by 
3.8%,” “off by 25%” and “43% lower.” And four 
out of the five plan to build up inventories in the next 
six months (by as much as “10%” in one instance), 
while the fifth expects “inventories will continue 
steady—no increase.” 


Four out of the five companies will spend propor- 


tionately more on capital projects in the first half of 
1956 than in 1955. In two of these companies capital 


expenditures will be “substantially higher” and “20% 
increased.” And one producer says “the rate of 
capital expenditures will be approximately the same 
in 1956 as in 1955.” 

Higher profits before taxes are in prospect for all 
five companies when comparing the first half of 1956 
with the first half of 1955. One company executive 
states profits “will be much better.” Others give 
these estimates: “50% higher,” “up about 25% over 
1955,” and “15% higher.” 


Steel 


“We are currently allocating new orders for the 
first half of 1956 since the incoming flow exceeds 
our maximum capacity.” This comment is typical of 
the replies received from nine steel producers cooper- 
ating in this month’s survey. Six of these firms 
anticipate booking a larger dollar value of new orders 
in the first half of 1956 then in the first six months 
of 1955. Some of the increases mentioned are “10%,” 
“5% to 10%” and “about 5%.” Three other com- 
panies state that no change in new orders between 
the two periods is expected. Two of these companies 
explain that “new orders for the first and second 
halves of 1955 were at plant capacity.” Six out of 
eight reporting companies expect little change to 
occur in the rate of new orders received between the 
second half of 1955 and the first half of 1956, two 
others predict new orders will be “better” and “ex- 
ceed” those in the preceding period, and one firm 
makes no reply on this point. 

Dollar billings in the coming six months are ex- 
pected to be higher than in the first half of 1955 by 
all nine steel producers, with anticipated increases 
ranging from “slight” to “12%.” One producer at- 
tributes the favorable situation to “price increases 
and anticipated increased volume.” Smaller gains 
are expected when comparison is made to the second- 
half 1955 level of billings, the largest increase cited 
by any of four producers being “approximately 5%.” 
Four additional companies expect billings to continue 
at the rate experienced in the latter half of 1955. 

The dollar value of production in the first half of 
1956 will exceed that in the first six months of 1955 
“slightly” (two companies), by “5%,” “5% to 10%,” 
“12%,” “40%,” and “substantially,” while an eighth 
producer reports “in 1955 we have operated at a rate 
slightly in excess of our capacity and, as far as we 
can tell at the present time, our operations should be 
sustained at about this level in the first half of 1956.” 

Two of the nine steel producers expect their 
first-half 1956 production rate (measured in dollar 
value) will be “slightly” larger and “larger by ap- 
proximately 25%” than in the second half of 1955. 
A third believes output “will be slightly less” and 
six other firms expect operations at the levels exist- 
ing in the latter six months of 1955. 
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Total employment will be increased “approxi- 
mately 5%” during the first six months of 1956 and 
“slightly, due to the bringing into operation of added 
facilities,’ according to two steel producers. Five 
others plan no changes in the size of their current 
work forces. Five out of six companies reporting on 
the six months outlook for weekly hours worked an- 
ticipate no changes, and the sixth firm states “our 
average workweek will increase due to the tightening 
labor market.” 

One producer reports “our current dollar inven- 
tories are approximately 10% lower than those of a 
year ago.” The remaining eight companies, however, 
have maintained or enlarged their investment in in- 
ventory. Of these eight companies, seven indicate 
that inventories are: “above” those of a year ago 
(two companies), “10% higher” (two companies) , 
“12%, over,” “13% higher” and “22% above” year- 
ago inventories. One producer has “about the same” 
inventory. 

However, four out of six companies report inven- 
tories as a per cent of sales are lower than a year 
ago, and the other two have not experienced any 
change in their inventory-sales ratio. Two steel pro- 
ducers expect to build up their inventories in the next 
half year, but three others plan reductions and four 
intend to maintain them at their current levels. 

Capital spending is on the rise at seven out of 
eight reporting companies. Three of these seven com- 
panies plan to boost their capital expenditures over 
the 1955 rate in the next six months—‘“substan- 
tially,” “by one third,” and “about 250%.” The 
eighth firm expects to continue its capital improve- 
ments program at the 1955 rate. 

Three out of seven companies giving estimates of 
their earnings before taxes in the first half of 1956 
expect them to rise above those in the first half of 
1955, in one instance by “25%.” One company pre- 
dicts profits before taxes will be “approximately 15% 
lower during the first six months of 1956 due to 
higher production costs” and three others foresee 
little change in prospective earnings. One steel ex- 
ecutive concludes “while the 1955 price increases 
should be of some help in raising profit margins, we 
find that the increasing cost of materials and services 
will tend to about equalize our position.” 


Miscellaneous Metals 


The large majority of thirteen manufacturers of 
miscellaneous metal products report their active par- 
ticipation in the general prosperity. Two companies 
feel that their new orders in the first half of 1956 
will be “slightly less in total” than for the first half 
of 1955, and two others feel that new orders will be 
“approximately the same.” But the remaining eight 
reporting firms expect increases ranging from “2%” 
to “50% to 60%.” Five firms in this group predict 
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increases in new orders in the next six months over 
second-half 1955 levels ranging from “2%” to “11%,” 
two others estimate no change between the two 
periods and three companies foresee “slight,” “4%,” 
and “10%,” declines respectively. 

Seven out of ten companies comparing their ex- 
pected first-half 1956 dollar billings with those of a 
year ago anticipate increases. Specified rises are: 
“60%,” “31%,” “10% to 15%,” “approximately 7%” 
and “2%.” Two companies foresee lower rates of 
dollar billings, in one case “due to the shortage of 
steel,’ and one company expects to equal first half 
1955 billings in the next six months. Increases of 
“5%” to “33%” are forecast for first-half 1956 dollar 
billings over second-half 1955 levels by six manufac- 
turers of miscellaneous metal products. Two expect 
billings to trend downward, however, and a ninth 
company expects billings to continue at the second- 
half 1955 rate. 

Nine out of twelve companies reporting on their 
estimated dollar values of production in the com- 
ing six months expect to surpass first-half 1955 levels. 
Increases of “2%,” “12%,” “10%-15%,” “15%” (two 
companies), and “20%” are expected by the six com- 
panies giving specific estimates. Two companies ex- 
pect first-half 1956 production to fall “slightly” short 
of the first-half 1955 rate and the twelfth firm sees 
no significant change taking place. Six companies 
expect to show increases when comparing first-half 
1956 production with the second-half 1955 rate. In 
three of these the improvement will be by 5%, and 
in a fourth, 12%. One producer expects to main- 
tain production at the second-half 1955 rate and three 
others believe their production will decline “slightly,” 
“4%,” and “considerably.” 

Those companies planning to increase their em- 
ployment in the next six months outnumber six to 
three those expecting to effect reductions in their 
work force. One producer expects employment in 
the first half of 1956 to remain “the same” as cur- 
rently. Relative stability in the length of the aver- 
age workweek is indicated, with six cooperators fore- 
seeing no change at all in the next six months. Three 
others expect a longer workweek and one firm reports 
“the average workweek will be down slightly.” 

Current dollar inventories are larger than a year 
ago at eight producers, with percentage increases of 
“11%,” “13%,” “15%” (two companies) and “20%” 
(two companies) reported. Two companies indicate 
their inventories have been reduced in the past twelve 
months and three others report them as “unchanged.” 

Only three cooperating companies find that cur- 
rent inventories expressed as a per cent of sales are 
higher than a year ago, whereas six companies report 
sales have kept pace with inventories. One pro- 
ducer has reduced his inventory-sales ratio during 
this period. Five out of twelve companies reporting 
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on the probable trend of inventories in the coming 
six months expect to add to current levels, although 
one executive makes this contingent upon “our ability 
to procure materials.” Four other producers plan no 
changes in the size of their present inventories and 
three others expect inventories to trend downward— 
in two cases “because of the difficulty in obtaining 
steel.” 

Six out of thirteen manufacturers of miscellaneous 
metal products expect to accelerate their capital ex- 
penditures in the first half of 1956 over the 1955 
rate. In at least two instances “a very substantial 
program of capital expenditures has been embarked 
upon and will result in a marked increase during the 
first half of 1956.” And one company official indicates: 


‘We expect that our rate of capital expenditures will 
increase during the first half of 1956, primarily because 
such expenditures were relatively low during the current 
year. Several things have come out of our engineering de- 
partment which require considerable expenditures for new 
and better equipment and we have added new products 
to our line.” 


On the other hand, three companies plan to “de- 
crease slightly,” and “lower by approximately 30%” 
their rate of capital spending. In one instance an 
executive reports: “We do not expect to make any of 
the ordinary capital expenditures in 1956.” The four 
remaining cooperators estimate capital spending by 
them will continue at the average 1955 rate. 

Profits before taxes in the first half of 1956 will 
improve over the first half of 1955 according to seven 
producers. Some estimates are as follows: “about 
40% higher,” “up 20% to 25%,” “20% more” (two 
companies). Another four companies expect to equal 
their first-half 1955 earnings before taxes and only 
two producers foresee declines, due in one case to “a 
reduction in sales volume.” 


NONMETAL INDUSTRIES 
Building Materials and Supplies 


New orders in the first half of 1956 will be “about 
40% greater” and “5% ahead” of the corresponding 
period in 1955, according to two building materials 
producers, whereas two other companies expect new 
orders will be “comparable” in the two half years. 
Also, first-half 1956 new orders will exceed the sec- 
ond-half 1955 level by “40%” and by “30% due to 
seasonal business” in two cases, and are expected to 
be “about the same” at another two firms. 

Dollar billings in the coming six months will be 
higher than in the first half of 1955, according to 
three companies while one producer expects “total 
billings will be slightly down due to lower prices.” 
Compared to the second half of 1955, dollar billings 
in the next half year will be higher at one company, 
lower at a second firm, and unchanged at two more. 


Three out of the four cooperating companies antici- 
pate their dollar values of production will be higher 
in the first half of 1956 than in the first half of 1955 
and one firm foresees no change. In comparision to 
second-half 1955 levels, production in the forthcom- 
ing six months will be “higher” at two concerns and 
“the same” at the other two. 

Employment will be “up slightly” and “30% 
greater” at two companies in the next six months, 
while two companies plan no changes in the size of 
the current labor force. The four producers agree 
that “the average workweek in the first six months 
in 1956 should be about the same as in 1955.” 

Current dollar inventories are up “slightly” and 
“10%” over those of a year ago at two producers and 
“about the same” at the other two firms. However, 
as a per cent of sales, inventories are unchanged from 
a year ago at all four companies. Only one company 
plans to alter the level of its current inventories 
in the next half year, indicating “we expect that dur- 
ing the first half of 1956 our dollar inventories will 
decrease by about 10%.” 

While two building materials manufacturers be- 
lieve capital expenditures in the first half of 1956 will 
proceed at the same rate as in 1955, one company 
expects an increase and a fourth writes: 


“Our rate of capital expenditure will drop off drastically 
during the first half of 1956 as a new plant that we have 
been building during 1955 will be completed shortly after 
the first of the year.” 


Of three companies estimating their first-half 1956 
profits before taxes, two expect increases over first- 
half 1955 levels by “at least 40%” in one instance, 
and the third company indicates “profits before taxes 
should be down slightly.” One executive adds this 
final word: 


“There is considerable talk about a slowing up in the 
building business in 1956, but from our contacts with our 
dealers and a great many architects, there is little to sub- 
stantiate this thought.” 


Chemicals 


The outlook is for generally higher levels of orders, 
billings, production and profits during the next six 
months at eleven chemical companies cooperating in 
this months’ survey. Of seven companies, com- 
menting on their new order prospects, six predict in- 
creases ranging from “1.7%” to “about 20%” in the 
first half of 1956 as compared to the first half of 1955, 
while one company expects “approximately the same” 
level to prevail. Four companies anticipate receiv- 
ing a larger volume of new orders in the next six 
months than they booked in the second half of 1955, 
and two expect orders to come in at about the same 
rate. 

Nine out of ten reporting chemical companies 
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indicate dollar billings in the first half of 1956 will be 
higher than in the corresponding period in 1955, and 
the tenth company expects to equal its year-ago vol- 
ume. Some of the anticipated gains in dollar billings 
are: “20%,” “15%,” “10%,” “5%-10%,” “30%,” and 
“1.7%.” Chemical producers are also optimistic when 
comparing expected billings in the first half of 1956 
with those in the latter half of 1955; six companies 
predict gains and two others expect little change to 
occur. 

The outlook for production closely parallels that 
for new orders and billings. Seven of nine reporting 
companies expect their dollar values of production in 
the first half of 1956 to exceed those of the first six 
months of 1955, whereas two see little difference be- 
tween the two periods. And six out of eight com- 
panies say production will trend upwards from the 
second half of 1955 during the first half of 1956, while 
two other companies expect to maintain production 
at the second-half 1955 rate. 

Despite indicated production increases, seven out 
of ten reporting companies “do not expect any appre- 
ciable change” in employment to occur in the next 
six months. Two other producers plan to increase 
their employment, in one case “due to seasonal in- 
fluences,” while one concern feels “employment will 
be slightly less.’ One company expects “the work- 
week might increase slightly,” but seven others plan 
“to hold steady” the average length of the workweek 
in the coming half year. 

Inventories are higher than twelve months ago in 
four chemical firms, up “25%,” and “5% to provide 
better balanced stocks” in two cases. Four com- 
panies report no change and one firm indicates 
“current dollar inventories are 2% less than a year 
ago.” 

Due to a rising trend in sales, inventories as a per 
cent of sales are lower than a year ago at five firms. 
The drop in ratio ranges from “down somewhat” in 
one instance to as much as “25% lower” in another. 
One company reports its inventories as a per cent 
of sales to be “10%” higher than a year ago and at 
a seventh company no change has occurred. Six out 
of ten reporting companies expect to augment their 
current dollar inventories in the first half of 1955, 
in one case by as much as “20% to 25% due in part 
to an expected higher physical quantity of raw mate- 
rials and an expectation of higher prices.” Two other 
companies expect inventories to trend downwards 
in the next six months, but in one instance “this is 
our seasonal practice.” And two companies plan no 
changes in the level of their inventories. 

The rate of capital expenditures in the first six 
months of 1956 will rise above the 1955 average in 
seven out of eleven cooperating chemical producers. 
Tn two instances, increases of “63%” and “more than 
50%” are being programmed. Three other firms will 
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maintain capital expenditures at the 1955 rate and 
an eleventh company estimates “capital expenditures 
will probably be less in 1956 than in 1955.” 

As to profits, one out of nine cooperating producers 
predicts: 


“Profits before taxes for the first half of 1956 will prob- 
ably be slightly below those for the corresponding period 
of 1955. Business appears to be good but the income from 
increased sales will probably be offset by increases in our 
labor costs and in the prices of some of our raw materials.” 


Five other companies, however, expect profits be- 
fore taxes for the first half of 1956 as compared to 
the first half of 1955 to be “higher,” “at least as 
good,” “increased by as much as 10%,” “at least 
10% better” and “up as much as 35%.” Three other 
companies forecast little change in either direction. 


Food 


The majority of eight participating food manufac- 
turers expect to show moderate gains in business ac- 
tivity in the six months ahead. Three companies ex- 
pect new orders to be higher in the first half of 1956, 
than in either the first or second halves of 1955, and 
a fourth company predicts new orders in the two 
periods will “compare quite closely.” 

Five of the eight food producers anticipate dollar 
billings in the first half of 1956 will be larger than 
in the corresponding months of 1955, with expected 
increases ranging from “slightly up” to “about 10% 
higher.” At a sixth company, first-half 1956 billings 
“will be as great as those for the same period of 1955, 
and possibly 5% more.” Two companies feel their 
billings will be less in the next six months “due to 
the fact that our prices will be lower than in the first 
half of 1955.” 

Four producers report dollar billings in the first 
half of 1956 will be up “slightly” from the second- 
half 1955 billings rate (two companies), “about 5% 
higher” and “6% higher.” One company expects 
dollar billings to decline in this period and another 
firm expects no change. 

Four of six reporting companies predict their dollar 
values of production in the first half of 1956 will be 
higher than in the first half of 1955, and two others 
expect to equal year-ago production levels. Of four 
companies making comparison between estimated 
first-half 1956 production and that in the latter half 
of 1955, three companies expect gains of as much 
as “5%,” and one company sees production as “about 
the same.” 

One food manufacturer states that “our factory 
labor, being largely seasonal, will decrease during 
the first six months of 1956.” However, the other 
reporting companies expect to either increase their 
total employment (two companies) or maintain it 
at current levels (three companies). Little change is 
expected in the average length of the workweek in 
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the coming six months. One company plans a 
“slighily higher” level of hours worked and three 
others expect the workweek to remain about the 
same as at present. 

While one cooperator reports “current inventories 
are larger than a year ago due to a proportionate 
increase in the volume of business,” three other com- 
panies have reduced inventories. In one case the re- 
duction amounted to “about 10%, attributable to 
the decline in commodity prices.” Another three 
firms indicate “inventories are virtually identical with 
those of a year ago.” Inventories as a per cent of 
sales are lower than a year ago at three companies: 
“down substantially,” “reduced by 7%,” and “20% 
lower.” At three other companies no change has 
occurred. Three out of five cooperating companies 
expect to keep inventories stable during the coming 
half year, whereas a fourth producer expects to add 
“as much as 5%.” The fifth company indicates Inven- 
tories will trend downward seasonally. 

Four companies plan to increase their rates of 
capital spending in the next six months compared 
to the average level of spending in 1955. On the 
other hand, one company expects to decrease its 
spending, and two others plan to spend at about the 
same pace as in 1955. 

The profits outlook for this group is favorable. One 
company indicates that profits before taxes in the 
first half of 1956 “will correspond closely to those 
of the previous year.” And six producers look for 
profits before taxes in the first half of 1956 to “show 
considerable improvement,” be “10% or 15% above,” 
“be 59, to 10% greater,” “exceed by 5% or better,” 
and “increase” (two companies) over earnings in the 
first half of 1955. One producer attributes the im- 
proved earnings outlook to “added sales volume and 
more favorable market conditions.” 


Paper and Paper Products 


The outlook for new orders in the coming six 
months is reported to be favorable by seven pro- 
ducers of paper and paper products. Six of the 
seven companies expect these new orders to be higher 
than in the first half of 1955, with increases of “40%,” 
“19%.” “10%,” and “546%” mentioned. The sev- 
enth firm “anticipates orders in the first half of 1956 
at approximately the level that has prevailed 
throughout 1955.” Four companies predict that 
orders in the first half of 1956 will exceed those of the 
last half of 1955. Specific increases of “6%,” and 
“109,” are mentioned. Two others see little change 
occurring when comparing expected first-half 1956 
new orders with those in the second half of 1955. 

Sizable gains are also anticipated in dollar billings 
during the first half of 1956 as compared to the cor- 
responding months in 1955. Five companies expect 
increases ranging from “6%” to “18%.” A sixth com- 


pany believes billings will be “somewhat higher” and a 
seventh producer forecasts no change. Compared to 
the latter half of 1955, dollar billmgs in the next 
six months will be up “slightly,” “3% higher’ and 
“higher” at three companies, and unchanged at three 
more firms. 

The prospects for production are somewhat similar. 
Six out of seven companies expect to exceed their 
first-half 1955 levels of production in the next half 
year and one company expects little change to occur 
in its dollar value of production. Two companies ex- 
pect better performance im the first half of 1956 in 
comparison with second-half 1955 production rates, 
while three expect to equal the preceding six months’ 
period and one producer estimates a “2% decrease 
due to the seasonal nature of our business.” 

All six companies reporting on their plans regard- 
ing employment and the average length of the work- 
week during the first half of 1956 agree they will 
“remain the same” as at present. 

Four companies make comparison between their 
current dollar inventories and those of a year back. 
Two indicate them to be “somewhat higher’ and 
“10% higher,” whereas two others report reduced 
inventories. Inventory-sales ratios are up from a year 
ago at one company, down at a second company and 
unchanged at a third. Furthermore, little change is 
seen in the current level of inventory over the next 
six months. One company says the trend will be 
“upward” but four others anticipate “no particular 
change.” 

Four out of six paper producers plan higher capital 
expenditures in the first half of 1956 as compared 
to the average 1955 rate. The other two expect 
“capital spending will continue at about present 
levels.” 

Six out of seven cooperating companies expect 
profits before taxes in the first half of 1956 will “im- 
prove” over the first-half 1955 level, in one case by 
“about 10%.” The seventh producer states: 


“Our profits before taxes in the first half of 1956 will be 
less than during the corresponding period of 1955 because 
of increases in labor and raw materials costs which have 
not been compensated for by increases in selling prices.” 


Petroleum 


The four petroleum companies participating in this 
survey are satisfied that the first half of 1956 will 
be a period of good business. The four expect dollar 
billings in the first half of the year to exceed first- 
half 1955 levels by “2.5%,” “3%,” “5%” and “10%.” 
Similar comparisons with the second half of 1955 
show three companies predicting increases of “3%,” 
“470-570” and “6%,” and a fourth company expect- 
ing a “2%” decline. 

One producer explains: 
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“The larger increase indicated for the first half of ’56 
versus the first half of ’55 represents a combination of 
increased volume and somewhat higher prices, whereas the 
lesser increase shown for the first half of 1956 versus the 
second half of 1955 is practically all due to greater phy- 
sical volume.” 


The dollar value of production in the coming half 
year for these four companies will be higher than 
either in the first or second halves of 1955. Increases 
of the following magnitude are expected over levels 
of first-half 1955: “8% to 9%,” “4%” (two com- 
panies) and “1%.” Compared to the latter half of 
1955 increases of “8% to 9%,” “7%,” “4%” and “27%” 
are mentioned. 

Two petroleum producers expect “no change” in 
employment. But “total employment should in- 
crease about 3% in the first six months of 1956 due 
to the opening of our new petro-chemical facility,” 
according to one producer, whereas another company 
expects its employment will be down “only slightly.” 
All four agree “the average workweek is expected to 
remain constant” over the next half year. 

Two of the four companies report current inven- 
tories are “214%,” and “7%” higher than a year ago, 
while one company’s dollar inventories are “15% be- 
low” last year’s and one other indicates no change 
has occurred. As a per cent of sales, inventories are 
lower than a year ago at three firms and unchanged 
at a fourth company. One company expects dollar 
inventories will experience a “moderate rise” in the 
next six months, one company foresees inventories 
trending lower, and two others feel inventories will 
remain about the same. 

Capital expenditures in the first half of 1956 will 
“average higher” and rise “possibly 35%” according 
to two cooperators, “decrease somewhat from an all- 
time high level” at a third, and show “no change” 
from the 1955 average rate of a fourth company. 

Three companies estimate their first-half 1956 
profits before taxes. Two expect to show “improve- 
ment” over first-half 1955 levels amounting in one 
case to “possibly 25% to 30%,” and a third firm 
estimates profits in the two periods should be “com- 
parable.” 


Textiles and Products 


Some moderate improvement in business is expected 
during the next six months by seven participating 
textile producers. Prospective new orders in the first 
half of 1955 will be “increased,” “approximately 5% 
higher” and “in excess of those for the first half of 
1955 due to an increase in business and expansion 
of our plant facilities’ in three companies. Two 
others expect that the rate at which new orders are 
received in the coming six months will be little 
changed from a year ago. The remaining two did not 
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report. All four companies comparing estimated first- 
half 1956 new orders with those received in the sec- 
ond half of 1955 report orders will trend higher. 

Improvement in dollar billings during the next 
six months over levels of a year ago is also expected 
by three companies, while two others expect to equal 
their first-half 1955 billings. Four of six companies 
indicate that dollar billings will increase in the first 
half of 1956 as compared to second-half 1955 levels, 
due in one case at least “to increases in costs which 
will be passed along in increased selling prices.” 
And two companies expect the rate of billings experi- 
enced in the latter half of 1955 to continue into the 
first six months of 1956. 

Four of five reporting companies expect their 
dollar values of production in the first half of 1956 
will be greater than in the corresponding months of 
1955. One producer indicates “production should be 
about the same” in the two periods. When compari- 
son is made with production in the second half of 
1955, three companies expect increases and two others 
no change. 

Although one textile manufacturer expects a 
“slight decrease” in total employment in the first six 
months of 1956, three others plan to add to their 
work forces while two anticipate “no significant 
change.” Little change is expected in the average 
workweek during the next half year by three com- 
panies, whereas two others expect weekly hours to 
increase, and one expects a reduction. 

Four out of six companies cut their inventories in 
1955 so that they are now “down,” “down about one 
third,” “4% lower” and “2% below” a year ago. 
One company reports that “in anticipation of certain 
increases in prices,” its dollar inventories are “slightly 
higher than normal in relation to the volume of busi- 
ness,” and a sixth concern shows no change. Of the 
three companies expressing inventories as a per cent 
of sales, two report declines of “15%” and “20%” 
compared to a year ago and a third finds its inven- 
tory-sales ratio to be “about the same.” Two com- 
panies plan to increase their current dollar inven- 
tories “slightly” in the next six months. One ex- 
pects a “slight” reduction but four others expect 
“relative stability.” 

Not much change in capital expenditures is fore- 
seen by this industry group, when comparing the rate 
in the first half of 1956 to the average 1955 rate. Two 
companies expect to spend more, one company plans 
a reduction in its rate of capital expenditures and 
four others expect capital expenditures to remain 
“more or less level.” 

Four companies estimate profits in the next half 
year; one expects profits before taxes will be “some- 
what higher” than those for the first half of 1955, and 
a second “should show a moderate profit as compared 
to the small loss shown for the first half of 1955.” 
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The remaining two companies feel profits in the next 
six months will be about the same as a year ago. 


Miscellaneous Nonmetals 


Ten manufacturers of miscellaneous nonmetal prod- 
ucts express general satisfaction with the outlook for 
business in the coming six months. Seven of these 
companies expect new orders for the first half of 1956 
will run ahead of the first-half 1955 rate, with some 
estimated increases being “15%,” “10%,” and “5%.” 
The remaining three cooperators in this group antici- 
pate little change in either direction. Five producers 
expect that their new orders in 1956 will “exceed,” 
“merease by 5%” (two companies), “increase 10%” 
(two companies) the orders received in the second 
half of 1955. Two other producers expect new orders 
will run “about the same” as in the preceding six 
months and an eighth reporting company expects 
its first-half 1956 new orders will be “lower.” 

All ten cooperating companies predict dollar bill- 
ings in the coming half year will be higher than those 
in the corresponding period of 1955. Improvements 
range from “slightly” to “15% higher.” Five of the 
companies expect to better their second-half 1955 
performance by as much as 10% in the next six 
months. “Because of the seasonal nature of our 
billings,” one company does not believe the volume 
of business handled in the first half of 1956 will be 
as high as in the second half of 1955, two companies 
expect no change to occur in their billings rates in 
the next six months and two others make no reply on 
this point. 

Eight of the ten manufacturers of miscellaneous 
nonmetal products anticipate the dollar values of their 
production in the next six months will be larger than 
in the first half of 1955. Estimated improvements 
range from “slightly higher” to up “12%.” The re- 
maining two companies expect production in the two 
periods under comparison to be “about the same.” 
As in the case of new orders and billings, five com- 
panies expect production to trend upward from sec- 
ond-half 1955 levels in the coming half year, two 
expect production to remain “constant” and one com- 
pany plans a “slight” reduction. 

In line with these expectations, five producers in- 
tend to increase their employment in the first half 
of 1956, by “5%” in two instances. One company 
expects “our total employment will be down slightly” 
and four others indicate employment should remain 
“constant.” Increases in the average workweek dur- 
ing the next six months are also being scheduled by 
three firms, one company expects to shorten its work- 
week, while five other companies plan no change. 

One company reports current dollar inventories are 
“approximately one third of what they were a year 
ago.” Another firm reports inventories are “approxi- 


mately the same” as a year earlier, and six other 
companies report their inventories have risen in the 
past twelve months by “15%” (two companies), 
“12%,” “11%,” “3%,” and “higher.” One of the com- 
panies with increased inventories says “most of the 
increase is in work-in-process inventory which we 
consider most desirable.” 

Compared to the current rate of sales, however, 
inventories are lower than a year ago at three com- 
panies (“down 2%” and “12%,” in two cases) and 
“about the same” at two others. Only one company 
reports inventories as a per cent of sales are up 
“approximately 30%.” Four of nine reporting com- 
panies expect their dollar inventories in the coming 
half year will “trend upwards,” increase “in pro- 
portion to sales,” “trend higher due to seasonal con- 
ditions” and “be 10% higher.” Four others plan 
to adhere to their current levels of inventories, 
whereas one producer believes dollar inventories “will 
trend downward about 10%” during the first half of 
1956. 

Two producers report their capital expenditure 
plans during the first half of 1956 call for reductions 
from 1955 rates. One says: 


“‘We had a big expansion program for the whole year of 
1955, therefore our capital expenditures for the first half 
of 1956 will probably be one half of what they were in 1955.” 


The other reports: 


“During the year 1955 we constructed a new manufactur- 
ing plant and purchased equipment for it. Our capital 
expenditures for the first half will return to normal and 
consequently show a marked decrease from the year 1955.” 


On the other hand, six companies expect to boost 
their capital spending in the coming half year. One 
reports a 15% rise, and another producer indicates: 


‘‘We are working on plans for the expenditure of sub- 
stantial capital funds during 1956. It is expected the start 
will be made in the early part of 1956, and carry over into the 
last six months, greatly exceeding the additions in any 
recent years.” 


Two producers expect their rate of capital expen- 
diture “should not change” during the first half of 
1956 as compared to 1955. 

Four of eight companies reporting expect first-half 
1956 profits before taxes “will be 10% to 15% higher,” 
“will show substantial improvement,” “will be some- 
what higher” (two companies) when compared to 
profits in the first half of 1955. Two companies esti- 
mate profits will be “slightly” lower and “down 10% 
to 15%, not because of decreased sales, but because 
of added operating costs in the nature of depreciation, 
ete., which will occur because of the addition of a 
new manufacturing unit.” The two remaining com- 
panies believe profits before taxes in the first half of 
1956 will be about equal to year-ago levels. 
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In the December Management Record 


Incentive Payments To Guide Sales Effort— In an examination of the pay plans 
of seventeen companies, the role of incentives is thoroughly explored, with 
particular emphasis on how salary and incentive payments may be combined 
in the search for the best pay formula. 


Making Better Use of Committees—The many man-hours spent in committee 
meetings can only be justified if these meetings actually accomplish some 
concrete objective. And in order to achieve that goal, management must 
know when and how committees should be used, as this article points out. 


Premium Pay for Exempt Supervisors— Although the law does not require it, 
many companies pay their supervisors for overtime hours in order to main- 
tain the proper pay differential between the rank-and-file worker and the 
man who supervises him. The various methods companies use to achieve 
this end are examined. 


Finding Tomorrow's Executives—This is a story of a company that decided 
its search for future executives should start ‘‘“at home.’’ The well-rounded 
selection program that management feels is responsible for its successful search 
for hidden managerial talent is described in detail. 
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consumer expenditures are growing faster than disposable 
income. . . .—MeNair 


“,,. instalment debt is not disproportionate to present pay- 
rolls. But if this rate of payroll. is not maintained ... we 
can hardly expect so many new signatures on the dotted 
line. . , ."—-Nourse 
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“We sometimes overlook the real stimulatio: 
from investment in our type of economy. We are 
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